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The Nationalization of Justice 


in Venezuela 


By Leo B. Lott* 


Historical and political forces in Venezuela have slowly and 
inexorably changed a constitutionally decreed federal system into 
a de facto unitary republic. The evolutionary process since the 
adoption of the federal system in 1864 has been marked by a 
decided trend toward concentration of power in the national 
government, and in particular, in the national executive. Perhaps 
the most far-reaching redistribution of power occurred in 1925 
when the dictator, Juan Vicente Gomez, caused his subservient 
Congress and docile state governments to enact a new consti- 
tution which, among other things deprived the states of the 
right to elect their own executives." In 1945 the states lost their 
last major power when the constitution of 1936 was amended 
to give the national government exclusive jurisdiction over the 
judicial system. A period of political instability between 1945 
and 1947 prevented the immediate implementation of the newly 
acquired power. The nationalization of the judicial system was 
established by executive decree in 1948 under the authority of 
the 1947 constitution. The 1953 constitution reaffirmed it. Thus 
it would appear that whatever the political future of Venezuela 
might be, the “autonomous” states of the Venezuelan union have 
surrendered to the federal government their last vestige of power. 


The purpose of this article is to examine the arguments ad- 
vanced by the members of the national executive in support of 
the nationalization of the administration of justice and to evalu- 


* Assistant Professor of Political Science, The Ohio State University. 
1 See my article, ‘Executive Power in Venezuela,” American Political 
Science Review, (June, 1956), p. 431. 
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ate, on limited evidence, the results of the national acquisition 
of the judicial power. 

Prior to the 1948 nationalization decree, the judicial power 
in each of the twenty states of the Venezuelan union had been 
exercised by a collegiate Supreme Court, a collegiate Superior 
Court, Courts of First Instance in Civil, Mercantile and Penal 
Matters, Courts of Instruction and District and Municipal Courts. 
The numbers of the lower courts varied from state to state in 
accordance with the size, wealth and needs of the state. As 
would be expected, variations appeared also in the terms of 
judges, although in general they remained in office for three 
years. Posts in the two higher courts, that is, the state Supreme 
Courts and Superior Courts, were filled by the state legislators 
sitting in electoral sessions. Judges of the lower courts were 
ordinarily appointed by the higher judicial officers, a practice 
deplored by the First Congress of the Venezuelan Lawyers Asso- 
ciation.* Judicial duties and prerogatives were outlined in the 
organic statutes enacted by each state. These statutes varied in 
minor details from state to state. The differences which arose 
from the total effects of the variations accounted in part for the 
movement to nationalize the judicial system. 

Arguments for the Nationalization of the Administration of 
justice. 

As early as 1867, only three years after the adoption of the 
federal constitution, officers of the national government began to 
agitate for control of the judicial branches of the state govern- 
ments. A uniform civil and penal code had been imposed on 
the states by the 1864 constitution. Two years’ experience with 
the codes was enough to indicate that the purpose of such an 
imposition was being defeated in part by the fact that state 
judges were applying different criteria in interpreting them. In 
his Memoria of 1867, the Minister of Interior Relations therefore 
proposed “uniformity of the judicial power” through a national 
law and the creation of a national court which would have 


*The selection of judges by the judicial power itself has been a sorry 
experience for our state. This auto-germination is discredited as a sys- 
tem....” A. F. Brice, ‘‘Nacionalizacion del Poder Judicial,” Revista de 
Derecho y Legislacion, (Diciembre, 1949), p. 197. 
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jurisdiction over cases arising from divergences of criteria applied 
to the codes.* Again in 1869 the Minister urged the Congress 
to initiate action leading to exclusive national control of the 
judicial power on the grounds that such control would benefit 
the states themselves, for they would thus be relieved of a 
financial burden they were increasingly unable to carry. A dec- 
ade later the Congress created the Court of Cassation for the 
purpose of resolving conflicts in the judicial interpretation of the 
two uniform codes. In 1914 the Attorney-General of the nation 
began a new attack on state participation in the judicial power 
by calling for outright nationalization of the administration of 
justice. Such an action, said the Attorney General, would log- 
ically complete the centralizing process begun by the imposition 
of uniform codes and the creation of the Court of Cassation.* 
His request was ignored. 

The argument was heard in the Venezuelan Senate in 1948 
(after the nationalization decree but before an organic law had 
been drafted by Congress) that uniform legislation in civil, 
mercantile and penal matters required a uniform judicial structure 
if these matters were to be adjudicated justly and properly. The 
delays and faults found in the system of state control arose pri- 
marily from the lack of uniformity in the internal organization 
of the courts, it was asserted. In the opinion of the Senator only 
by nationalizing the judicial system, as proposed by the National 
Executive, could these faults be overcome.” One of the principal 
reasons for the executive request, said the Senator, was the 
well-known fact that ° 


. in Venezuela all judicial affairs progress with exas- 
perating slowness; that cases accumulate and that judges in 


° Informe que el Procurador-General de la Nacién presenta al Congreso 
Nacional en sus sesiones del ato de 1948. p. 6. 

* Tbid., p. 7. 

® Camara de Senadores, Diario de Debates, ‘‘Exposicién de Motivos,” 
(1948) II. pp. 500-501. 

® Ibid., IV, p. 1540. An eminent Venezuelan lawyer argued that what 
was needed was purification of the judicial power, not nationalization. 
The crying need was to get rid of ignorant, lazy and dishonest judges. 
See Angel F. Brice, “‘Nacionalizacion del poder judicial,” Revista de 
Derecho y Legislacién (December, 1949), p. 196. 
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many cases do not attend to their work or expedite their 
proceedings. A patent fact is the accumulation of cases in 
the Supreme Court of Justice. . . . Not even by handing 
down a decision a day . . . would it succeed in disposing 
of the quantity of affairs which constantly come before it. 


Although the Senator was skeptical that nationalization would 
prove to be the panacea, as some believed, he felt it would be 
an important step toward a better administration of justice in 
Venezuela. 

A member of the Chamber of Deputies concurred in this 
opinion and expressed the belief that the centralization of justice 
would also be the best means of establishing an administrative 
career. Conditions as they existed in Venezuela at the time were 
anything but conducive to this end he said, pointing to’ 


. the precarious circumstances of the majority of the 
judges in our country, not only with respect to the meager- 
ness of their salaries, but also because, in the fulfillment of 
their activities, they encounter obstacles which have accu- 
mulated through routine and individual interests. There 
are regions in Venezuela where tradition or the maintenance 
of inveterate customs have made it almost impossible to 
distinguish between the actions of civil authorities and ju- 
dicial officers . . . 


A more weighty argument of executive officials in support of 
nationalizing the judicial system rested on the economic and 
technical incapacity of the states to administer justice in a proper 
manner. The lack of uniformity in the judicial structure as it 
was functioning under twenty-one laws dealing with this subject 
and the absence of qualified personnel in the majority of states 
were cited as the technical reasons. Economic aspects referred 
to the inability of the states to remunerate their judges adequately 


7 Camara de Diputados, Informe acerca de reforma parcial de la Con- 
stitucién de 1936 (1945), pp. 7-8. Monthly salaries of state Supreme 
Court judges ranged from $500 in the rich state of Zulia to $160 in the 
state of Monagas. See Rumbos Lares, Centralizacion del poder judicial 
(1946), p. 32. 
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enough to attract trained men to the profession.® The states 
were living almost entirely on their sétuados constitucionales 
(grants-in-aid) granted to them by the national government, and 
in most the income was not sufficient to provide decent salaries 
for judges, or for other officials for that matter. In many cases 
the states were spending up to thirty per cent of their funds on 
the maintenance of their judicial systems. Proponents of nation- 
alization argued that it would result in a uniform pay scale and 
that this in turn would encourage a larger number of qualified 
people to enter the profession and, even more important, to 
accept positions in distant and poor places.° 


The Attorney-General of the nation took a close look at state 
judicial institutions and their activities in 1944 and reported his 
findings to the Congress. His study led him to conclude that 
there was no justification whatever for the continued existence 
of the Supreme Courts of the states. Besides the fact that they 
cost the country about $236,700 a year, they diverted a personnel 
force of sixty-three lawyers from positions where their talents 
could be put to much better use.*” The Congress was told that 
the major portion of judicial activity in Venezuela centered in 
eight states and the Federal District.’ Statistics such as these 
led the Attorney General to contend that courts, like schools 
and hospitals ought to be distributed according to need, in the 
manner of hospitals and schools. 


The Attorney-General also cited startling differences in the 
relative costs per case in the individual states. His findings indi- 
cated the following cost pattern per case in a sample of states: *° 


8 [bid., p. 15. 

°One of the most difficult problems the government has to face is 
that of persuading competent people to accept posts in places distant 
from the capital or other large cities. 

1° Informe que e |lProcurador-General de la Nacién presenta al Con- 
greso Nacional en sus sesiones del ato de 1944. p. 13. 

11 The eight states were Tachira, Zulia, Lara, Carabobo, Sucre, Falcén, 
Mérida and Trujillo. Informe que el Procurador General de la Nacién 
presenta al Congreso Nactonal en sus sesiones de 1945. p. 6 

2 Informe que el Procurador General presenta, (1945) p. 6. 
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State Average cost per case 
Federal District $ 523.00 
Miranda 949.00 
Aragua 962.00 
Falcon 1374.00 
Zulia 1432.00 
Nueve Esparta 4232.00 


Congress was given another impressive argument for nation- 
alization when the Attorney-General informed it that twenty- 
four officers in the Federal District discharged fifty per cent of 
the judicial business of the entire country with a budget of 
$253,326, while the other half was discharged in twenty states 
and the territories with a budget of $1,827,415.*° 

The National Executive also argued that state control of their 
own judicial systems permitted cases to accumulate to an alarm- 
ing extent. In 1942, for example, 2042 cases were carried over 
into 1943. During 1943 a total of 2921 new cases were initiated 
and of this number only 2,067 were disposed of, causing the 
backlog to swell by 854 more cases.” 


The foregoing case for nationalization of the administration 
of justice must have convinced the Congress, for in 1945 it sent 
to the states for their approval a constitutional amendment re- 
serving to the national government the exclusive jurisdiction over 
the judicial system. 

Rumbos Lares, who made a study of the whole problem of the 
nationalization of thce administration of justice points out that 
there were two legal aspects to the transfer of power from 
states to national government. The first was whether or not it 
would be possible to achieve the desired reform within the 
norms established by the Constitution, and second, whether or 
not such a change would affect the effect system decreed by the 





13 Informe que el Procurador General presenta, (1944) p. 12. 

14 Ibid., p. 16. Brice gives us cases in which the proceedings lasted 
anywhere from 2 to 20 years. The average length of case proceedings, 
he tells us in 1949, exceeded the legal limit of one year. “Bases para 
una reorganizacion del poder judicial,” Boletin de la Academia de Ciencias 
Politica y Sociales, Vol. XIV, (1949) p. 18. 
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constitution. The first issue was not of much consequence, for 
the history of constitutional development in Venezuela shows 
that amending the basic law has been a simple matter. Follow- 
ing the customary procedure the Congress, acting of the initia- 
tive of the executive, adopted the proposed reform and other 
constitutional changes and submitted them to the states where 
they were ratified unanimously.’* 


The second issue required a little more soul-searching on the 
part of the reformers, but it was concluded that the federal 
system would not be essentially altered by the subtraction of one 
of the fundamental powers of the states and its addition to the 
long list already enjoyed by the national government. Justifi- 
cation for the innovation, says Rumbos Lares, could be found 
in both doctrinal and legislative principles. The doctrinal prin- 
ciple was Jellinek’s theory of autolimitation of public powers. 
According to this theory the individual states, as autonomous 
entities, could voluntarily delegate some of their rights and 
powers to a common government which would act, not as if it 
were exercising a right of its own, but as a mandatee of a power 
transferred to it.’* The consequence of the delegation would be 
that the acts realized by the general government would be con- 
sidered as being carried out by the delegators themselves. The 
legislative principle to which Rumbos Lares referred was the 
constitutional formula introduced by Gomez in 1925 to enable 
him to usurp the power of appointing state governors. Under 
this provision of the constitution the states could make a specific 
delegation of power to the president of the republic. The clause 
says nothing at all about delegating powers to the national gov- 
ernment. The reformers, however, were of the opinion that the 
clause was sufficiently flexible to accommodate the transfer of 
the judicial power from the states to the national government. 
Rumbos Lares concludes that the federal system continued unim- 
paired, although he conceded that state autonomy had been 
somewhat diminished.*’ He re-echoed the old refrain found in 


15 See my article cited in Footnote 1. 

16 In view of past constitutional delegations of power to the national 
government, one might question the voluntary aspect of this delegation. 
See my article cited in Footnote 1. 
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court decisions, constitutions and official documents: ‘“‘the states 
reserve in fullness the power not delegated to the national gov- 
ernment.” ** One is asked to believe that the states willingly 
gave up one of their remaining important elements of power. 
Indeed, this willingness may be qualified somewhat in the light 
of the Attorney General’s 1945 Informe. According to him, the 
states consented to the delegation of their judicial powers for 
the ‘‘sole purpose of utilizing adequately the economic and tech- 
nical resources of the nation, in order that the administration of 
justice for the country may be improved.” *° This passage seems 
to imply that the states relinquished their judicial power only 
because of their poor financial conditions, a position into which 
they had been maneuvered by the national government over a 
period of time. 


National Administration of Justice. The actual transfer of 
power from states to national government did not occur until 
November 5, 1948, at which time a nationalizing decree abro- 
gated all the state judicial codes and statutes and promulgated 
the national one in their stead. The decree also nullified the 
1945 Organic Law of the Corte Federal y de Casacion. Several 
weeks later, when the government was overthrown by a Military 
Junta, the latter law was declared in effect again. Although it 
was not possible to effect the transfer of power immediately, the 
national government took over the financing of the state judicial 
systems as soon as the 1947 constitution had been adopted.”° 


17 Centralizacién del poder judicial, (1946), pp. 26-29. 

18 The only powers the states now possess are: to enact their own 
constitution in conformity with the national constitution and national 
laws, to change their names and modify their internal territorial divisions 
and to adminster the funds alloted to them by the national government. 

19 Rumbos Lares, Op. Cit., p. 7. 

20 This action created some confusion as to whether state laws con- 
tinued in force orwhether existing national laws extended to the states. 
The President of the Supreme Court of the state of Bolivar inquired of 
the national government if he should continue to serve on the Board 
of Directors for a savings fund for state employees. He was informed 
that he was a national officer and therefore must resign the post. See 
Memoria del Ministro de Relaciones Interiores (1948), Documents 18-21. 
On the other hand the Minister of the Interior informed state officials 
that state laws must be followed with regard to judicial vacations. 


JUSTICE IN VENEZUELA 11 


The nationalization of the administration of justice made it 
imperative for the government to create a new ministry for the 
supervision of the judicial system. Consequently, under a decree 
of the Junta de Gobierno in 1950, various offices were trans- 
ferred from the Ministry of Interior Relations to a newly created 
Ministry of Justice. What had been merely a Bureau of Justice 
in the former Ministry became an independent department with 
cabinet rank on January 1, 1951.” 

In addition to the administration and supervision of the courts 
of the nation, the new Ministry was given jurisdiction over all 
matters relating to penitentiaries, jails and other correctional 
institutions. Also transferred to it was the administration of 
affairs with respect to ecclesiastical patronage, missions, and 
church properties. Furthermore, the Public Registry Service and 
the General Archives of the nation were attached to it.** 

Between the years 1948 and 1956 the basic judicial law under- 
went several modifications. The judicial system at present is 
regulated by the Organic Law of 1956." The organization of 
the system as set forth in this law is illustrated in the following 
table. 


ORDINARY COURTS 


THE FEDERAL COURT AND THE COURT OF CASSATION 
(The Supreme Court) 


SUPERIOR COURTS 
CourTs OF First INSTANCE 
DIsTRICT OR DEPARTMENTAL COURTS 
MUNICIPAL CouRTS 


CouRTS OF INSTRUCTION 


SPECIAL COURTS 


FiscAL CouRTS LABOR COURTS JUVENILE CourRTs 
Superior Tribunal Superior Tribunal Appeals 
National Courts First Instance First Instance 


21 Gaceta Oficial, 30 December, 1950. 
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Jurisdiction in Venezuela embraces civil, mercantile, penal, 
labor, fiscal and military proceedings. The first three categories 
are exercised by ordinary courts, the latter by special courts. 
Some of the ordinary courts have competence in all three cate- 
gories; others may be assigned only one area, or two. 

Courts of Instruction. There are twenty-four of these courts 
presently operating in Venezuela. Their function is to draw up 
indictments and order the arrest of those indicted in conformity 
with the Code of Criminal Procedure. Persons indicted by this 
court are bound over to a Court of First Instance for trial by 
a judge. 

Municipal Courts. Every town in Venezuela and every parish 
(somewhat analogous to our wards) has a court of this category. 
They are empowered to hear minor criminal cases and commercial 
cases involving sums up to 2000 bolivars. They also officiate in 
such matters as marriage ceremonies. 

District or Department Courts. The law establishes one dis- 
trict court in every district in Venezuela and in each department 
of the Federal District. They have original jurisdiction in civil 
and mercantile cases in which the sum involved is not less than 
2000 bolivars nor more than 4,000. They also act as final courts 
of appeal from the decisions of the municipal courts in matters 
of fact. In addition they have various powers and duties in 
public registry. 

Courts of First Instance. The fifty-one courts of this category 
are scattered throughout the seventeen major judicial districts 
into which Venezuela is divided. They are required by law to 
send yearly resumes of the principles and rules of law followea 
by them to the Superior Court of their respective district. They 
have civil, mercantile and penal jurisdiction and act as final 
courts of appeal for civil cases decided in the district courts and 
on appeals of fact. In civil matters they have original jurisdiction 
over cases in which the nation is a party, where such jurisdic- 


22 Sintesis de las Labores realizadas por la Junta de Gobierno de los 
EE.UU. de Venezuela durante un ato de gestién administrativa, 24 de 
noviembre de 1950-24 de noviembre de 1951. p. 652. 

*8 Gaceta Oficial, No. Ext. 493, Ley Organica del poder judicial, 1 
August, 1956. 
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tion has not been given to the Supreme Court, and in cases 
involving sums of more than 4000 bolivars. With respect to 
criminal affairs, they have original jurisdiction over all penal 
matters not assigned specifically to other courts, which means 
that they have the bulk of it.” 


Superior Courts. In each of the seventeen major judicial dis- 
tricts of the Venezuelan union there is at least one Superior 
Court.*° In the Federal District, however, there are six such 


*4 Venezuelan procedure in all nature of cases is strictly written and 
all must be done in the presence of the Judge, with the exception of 
certain cases in which depositions may be brought in, and entered into 
the records. 

In Civil, Mercantile and Labor procedures the mechanism of the trial in 
a general manner, proceeds as follows: 

The claimant presents a written claim to the Judge specifying all facts 
and fulfilling certain obligatory conditions provided for in the Civil Pro- 
cedure Code. The claim, upon being accepted, the Judge orders the 
summons of the defendant, who upon receiving such summons signs a 
statement to the effect that he received it on a certain day. A fixed period 
of time elapses then between his acceptance of the summons and the act of 
answering the claim at court. If he should not appear at that certain day, 
the burden of the proof is inverted and it is presumed that everything 
stated in the claim is true, unless the defendant, during the course of the 
trial, should prove the contrary. On the next day following the answer 
of the claim the period of proof or evidence, is opened, during which 
the parties may present all evidences, proofs, depositions, ocular inspec- 
tions, etc. This period is divided in three stages: promotion, admission 
or non admission of proof, and deposition. This period is followed by 
the study of records by the Judge who, upon sufficient knowledge of 
same, calls the parties for final statements. These statements are fol- 
lowed by the sentence of decision. 

Penal procedure may be started by a private accusation or the occurrence 
of a crime of a public nature. This procedure starts in the Instruction or 
Summary Courts, which have the functions of investigating and forming 
the records of the case. If this court should find sufficient elements for 
the detention of one or various individuals, they order his arrest, after 
which the case goes to First Instance, where charges are made, either by 
the private accuser or the governmental attorney. Following the charges 
the period of proof is opened, the Judge reviews the case, final statements 
from the parties are requested and decision is handed down by the Judge. 

*5 In the original decree which created the judicial system, three-judge 
Superior Courts were established. The law required a qualified alternate 
for each judge. Such requirements represented a heavy drain on qualified 
personnel and the government later modified all the Superior Courts into 
unipersonal ones. 
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courts in ordinary jurisdiction as well as other Special Courts. 
Altogether this element of the judicial system comprises twenty- 
nine courts. The judges are empowered to demand a list of 
pending cases from judges of lower courts and to supervise the 
prompt and efficient administration of justice. They have orig- 
inal jurisdiction over cases involving responsibility of inferior 
judges and they hear complaints concerning the work of the 
lower courts. In addition, they admit lawyers to the bar, act as 
appeal courts from decisions of the Courts of First Instance, 
and hear requests for the legitimization of natural children. In 
districts of limited judicial activity, the same court hears matters 
dealing with civil, mercantile and penal affairs. In the Federal 
District and in a few other busy areas such as the states of Zulia, 
Lara and Tachira, several Superior courts have been set up, each 
with jurisdiction in one or more fields. 


Corte Federal y la Corte de Casacién. Until April, 1953, the 
Supreme Court of Venezuela was a single court. By an act of 
the Constitutional Assembly, in response to repeated demands 
from the Court itself, it was then divided into a Federal Court 
and a Court of Cassation. The judges of the two courts are 
elected for five years by the National Congress, in the year in 
which the judges’ terms begin, within fifteen days after the 
beginning of the ordinary session. The Federal Court consists 
of five judges and five alternates, while the Court of Cassation 
has ten judges and ten alternates. 


The jurisdiction of the Federal Court includes the right to 
rule on the constitutionality of national, state and municipal 
laws when they conflict with the national constitution; to declare 
which law is in force when national laws conflict with each 
other; to nullify illegal actions of any branch of the public power; 
to hear accusations against the president and his ministers, mem- 
bers of the executive branch and Superior Court judges; to sit 
in judgment on cases involving diplomats accredited to the Re- 
public in cases permitted by international law; to hear disputes 
which arise between one or more states or their political officers; 
to settle controversies which arise betwen one or more courts of 
the Republic and to judge cases which arise between the Nation 
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and individuals as a result of a contract celebrated by the exec- 
utive power. 

Of the Court of Cassation, the Constitution of 1953 merely 
says that the Court shall hear appeals in cassation and others 
which the law attributes to it. One of these deals with request 
for commutation of sentences. 


The Special Courts. Courts of this category deal with the 
specific and exact matters for which they are created, the nature 
of which is indicated by their titles. 


Election of the Judges of the Lower Courts. In accordance 
with the provisions of the basic law of 1951, before revision, 
the judges of the Superior Courts and Special Courts were selected 
by the President of the Republic from a list of nine names for 
each court, presented to him by the judges of the Supreme Court. 
The judges of the Court of First Instance were chosen in a simi- 
lar manner, but from lists of three names. The Superior Courts 
elected the judges of the District and Departmental Courts and 
these in turn selected those of the city and parish courts. 


Executive control of the judicial system was considerably 
strengthened by congressional action in revising the basic judicial 
statute of 1951. The statute as amended by the Congress in July 
of 1953 completely reversed the selection procedure by permitting 
the president to nominate judges. In August of each year in 
which a new constitutional period begins, the president is re- 
quired to submit to the Federal Court a list of nine names for 
each Superior Court. The Federal Court in turn will select the 
judges of the Superior Courts. The same procedure will be 
followed for the selection of judges for each of the inferior 
courts—the president recommending, the Federal Court selecting. 
Judges of instruction, district Attorneys and Public Defenders are 
freely appointed and removed by the President.*° 


Problems in the Administration of Justice. One complaint 
stands out above all others in the literature dealing with the 
judicial system of Venezuela. The Venezuelans rightly feel that 


26 Ley Reformatoria del estatuto organico del poder judicial, Arts. 
34, 35, 36. (1954). 
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the efficient administration of justice is impossible without a 
careful selection of qualified technical personnel. In 1944 the 
Attorney General lamented the fact that the country did not 
possess enough lawyers for the discharge of the judicial posts. 
He pointed out that in 1944 there were only 422 lawyers outside 
the Federal District, and none in the federal territories. Of this 
number 210 were serving in judicial capacities. The other 212 
were distributed among the states as follows: 


Zulia 39 Guarico 5 
Mérida 31 Falcon 4 
Tachira 24 Miranda 4 
Lara 23 Barinas 3 
Trujillo 16 Monagas 2 
Carabobo 15 Nueva Esparta 2 
Anzoategui 10 Portugesa 2 
Aragua 7 Yaracuy 2 
Sucre 6 Apure 1 
Bolivar 6 Cojedes 0 


The scarcity of lawyers, he declared, was one of the principle 
reasons for the fact that the states in their constitutions and 
judicial laws did not require a judge to be a lawyer. If such a 
requirement had been included, many state courts in the country 
could not have functioned legally during the preceding eighty 
years. 

The personnel problem continues to plague the government. 
In 1946, the Junta Revolucionaria de Gobierno, referring to the 
fact that many judicial posts in the states were vacant, and that 
many of the judges occupying the posts were persons who were 
not qualified to discharge the responsibility of the office, empha- 
sized the necessity of reorganizing the judicial power.” In 1951 


27 Residing within the Federal District and its suburbs were 600 
lawyers, not counting the 24 in the ordinary courts and the 11 in the 
Federal Court. This would give a total of 1047 lawyers in the country. 
See Informe del Procurador General, (1944), op. cit., p. 9. This hardly 
correlates with the total figure of 794 lawyers given in the Sintesis de las 
Labores realizadas por la Junta de Gobierno (1950-1951), p. 659. 

*8 Documento 16, Memoria y Cuenta del Ministro de Relaciones Inte- 
riores, (1946), p. 145. 
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the Minister of Justice recommended that some of the three- 
judge superior courts be made unipersonal ones to help meet 
the problem of lack of professional men. His suggestion was 
followed when the Junta created thirteen unipersonal Superior 
Courts to take the place of the collegiate ones.*” Various judge- 
ships were eliminated or fused with others. In addition, sixty- 
three municipal judgeships were eliminated. The problem of 
finding adequate personnel has been, and continues to be com- 
plicated by the practice of requiring substitutes of the same 
qualifications for each officer chosen. It would appear on the 
basis of this limited evidence that the nationalization of admin- 
istration of justice has only partially solved the problem of 
providing trained personnel and that scarcity of qualified men 
has made it necessary to curtail judicial activity.*° 

A second problem which the proponents of nationalization 
hoped would disappear under federal control was the slowness 
with which the judicial system moved. In 1948 Informe of the 
Attorney General criticized the “notorious slowness and defi- 
ciency of our administration of Justice.” *' Three years later 
the Minister of Justice directed a circular to the presidents of the 
newly constituted Superior Courts in which he lamented the 
delays in their proceedings. Such delays he asserted, caused grave 
injustices to those who were detained for trial and who were 
later given their freedom. Statistics appearing in the 1955 
Memoria demonstrate that the judicial system is still harassed 
with delay and case accumulation.** A great many cases are 


2” Documento 3, Sintesis de las Labores realizadas por la Junta de 
Gobierno de EE. UU. de Venezuela durante un ano de gestién Admin- 
istrativa, 2 4de noviembre de 1951-24 noviembre de 1952 (1952), p. 733. 

8° The Minister of Justice told Congress in 1955 that the selection of 
competent personnel was a difficult one, but that his department was 
doing its best to fill positions with qualified men. Various procedures 
initiated by his division for discovering such individuals had had some 
success. Judicial posts iv so far as it was possible—were now occupied 
by able persons. ‘The selection of personnel for judicial officers,’’ said 
the minister, “has been completed a/most entirely in the manner prescribed 
in the organic statute.” Such careful selection has brought about a 
notable decrease in the number of complaints concerning the judicial 
system. Memoria y Cuenta, 1955. P. 274-5 (Italics Mine). 

"Op. ot., p. 15. 
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still being carried over from year to year, despite the nationaliza- 
tion of the judicial system in 1948.** Nationalization of the 
judicial system and the legal requirement that judges must hold 
five four-hour sessions a week does not appear to have relieved 
the situation greatly. 


The advocates of national control of the courts system hoped 
that federal administration would mean a decrease in corruption 
and graft. The venality and dishonesty of many judges were 
criticized and deplored by various Venezuelan students of judi- 
cial affairs. Some of these were of the opinion that corruption 
and immorality were the greatest obstacles to the efficient admin- 
istration of justice.** The Minister of the Interior paints a vivid 
picture of the judicial system prior to the nationalization of 
justice in a letter addressed to the governors of the states asking 
them to take steps to insure that judges *° 


. comply with the honorable duty which is entrusted to 
them within the legal pertinent precepts, applying the law 
with impartiality and without personal prejudices; above - 
all, excluding partisan politics; that judges duly attend 
their sessions in conformity with the law and that through 
carelessness, malice, bad faith or disorder in their work, 
they do not delay the cases . . .; that bonds, bail and finances 
be guaranteed by persons of real moral and economic sol- 
vency and not by individuals who have as their only merit 
that of being a friend of the judge or of being recommended 
by one of the parties . . .; that the judges dispatch their 
affairs with speed in the interests of social peace, and that 
the briefs of the case be determined and written in the 
shortest possible time . . . eliminating that common prac- 


32 In 1954 the Courts of First Instance in Civil and’ Mercantile affairs 
had a total of 8321 cases initiated and they handed down judgments in 
only 2889. In the Penal courts of the same year 6274 cases were begun 
and 3237 were disposed of. In all jurisdictions therefore, a sizable 
backlog of cases was carried over from 1954 into 1955. 

33 Memoria Y Cuenta, 1955. 

** See for example A. F. Brice, “Nacionalizacién del poder judicial,” 
op. ctt. 

“5 Sintesis, 1950-51, op. cit., pp. 139-141. 
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tice of postponing them; that sentences be handed down 
within the time limit established by law, putting an end 
to the evil practice of ignoring these limits, as a result of 
which a new notification to the parties is necessary . . .; 
that appeals be admitted or denied in accord with the pre- 
cepts which regulate the matter, and not, as is frequently 
the case, through ill-will, passion or vanity of the judges. 


The Minister of Justice in 1951 felt it necessary to call for an 
end to the “vicious practice’ of collecting more from persons 
who needed their services than the judicial tariff allowed.*° 

It may be assumed therefore that many of the above practices 
continue to harass the judicial system as a whole, for the mere 
transfer of the administration of justice from one jurisdiction to 
another is not sufficient guarantee for absolute impartiality and 
efficient operation. The problem is, as Brice points out, one of 
creating a climate of respect for the courts and this can only 
be done by restoring past standards of ethics and integrity among 
judicial personnel. 


36 Sintesis, 1951-52 op. cH. p- 665. 











The Politics of Local Government 


Finance in Brazil’ 


By Carr L. Donald 


Since 1891, Brazilian local governments have seen the legal 
consecration of their partial independence, or autonomy, can- 
celed by a number of rather imposing practical conditions. These 
have included the practices associated with coronelismo,’ the 
territorial changes made in the local units themselves, and inter- 
vention in local affairs by state and national authorities. Besides 
these reoccurring political factors, their self-control has been 
limited by their inadequate financial resources. The imposts and 
taxes that they have been able to collect have provided far too 
little for the development of effective governmental services. 


The present financial dependence of local government in Brazil 
is a result of this tradition. Rather than making the municipios * 
financially independent, provisions of the present Constitution 
(1946), and the practices authorized by them, have increased 
their dependence. This has been accomplished in two ways. 
First, the distribution of taxable resources between all govern- 
ment, national, state and local, has placed the latter in a decidedly 
inferior position. Second, the recognized inadequacy and inflexi- 
bility of local revenues have justified the creation of state or 


1 Department of Political Science, University of Wisconsin. Research 
on this project was accomplished in Brazil with the assistance of a grant 
from the Doherty Foundation of New York. 

2 See particularly: Victor Nunes Leal, Coronelismo enxada e voto, Rio: 
Revista Forense, 1949, 7-36; Maria Isaura Pereira de Queiroz, ‘“O man- 
donismo local na vida politica brasileira,” Estudos de sociologia e his- 
téria, Sao Paulo: Anhembi, 1957, 194-301. 

3 The municipios are units of government that resemble the American 
county. Unlike the county, however, towns within them cannot incorpo- 
rate separately. 
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nationally administered, locally shared tributes. The subservience 
produced by the control of these revenues arises from three dif- 
ferent considerations: (1) their relative importance as part of 
the total local revenues; (2) the political discrimination accorded 
some local units in their distribution; and (3) the delays, admin- 
istrative complexities and even outright refusal to redistribute 
some of them. Before we examine the shared revenues, some 
attention should be given to the exact nature of the distribution 
of public revenues in Brazil. 

Distribution of Revenues Among National, State and Local 
Governments. The unfavorable position of the municipio in 
public finance is indicated by the tri-partite division of public 
revenues. The following table indicates the present distribution 
of tributary income among the three different levels. As can 
be seen, the Union has consistently collected more than the other 
units of government. The municipios have always collected 
the least. They have, in fact, never outdistanced the other units 
of government, as was true with respect to the same matter for 
a long period in the United States, in their ability to collect 
taxable revenues. 

There are several reasons for the disparities between the 
receipts of all governments. The Union and the states enjoy 
status and privileges not shared with the local units. They are 


TABLE No. 1 Percentage Distribution of Taxable Revenues 

Among the Units of Government, 1940-1956 
Years Percentage of Public Revenues Collected by 

Union States and Federal District Municipios 
1940 52.9 35.7 11.4 
1947 55.3 35.8 8.9 
1950 47.7 40.5 ; 11.8 
1954 48.0 41.6 10.4 
1956 48.9 41.8(a) 9.3 


(a) The data for the States of Amazonas and Maranhao are from their 
budgets for 1957. 


Sources: Computed from information contained in the Anudrio estatjs- 
tico do Brazil, 1957, 444-45 and in the Revista de Financas 
Piblicas, XVIII, March/April, 1958, 61. 
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more politically and legally potent. Tax evasion, which is com- 
mon on all levels, can usually be better checked and controlled 
by highest authorities. Being withdrawn from their contributors 
also serves the states and Union more effectively. An increase 
in property or other taxes by local officials is bound to produce 
immediate outcries. Some state constitutions restrict these in- 
creases and permit citizens to appeal to the state legislature con- 
cerning them. Partly because of the outcries produced by increased 
local imposts, many local leaders are reluctant to collect all the 
tributes that the Constitution permits. This is particularly true 
of the special assessments that can be levied for public improve- 
ments (contribuicao de melhoria). Both the states and the Union 
also have more flexible tributes. Only one of the locally admin- 
istered and collected imposts shows any flexibility. That is the 
impost on industries and professions. The flexibility of local 
tributes is also weakened by state requirements that increases 
must be reviewed and that they must come rather slowly, usually 
no more than twenty per cent at any one time.’ It is also denied 
by the provision (Article 21) that prevents the local units from 
creating additional imposts. Finally, by emitting additional cur- 
rency, a customary practice during the past few years, the Union 
has expanded its available income while contributing to the 
financial problems of both state and local governments. 


Exclusive Local Imposts and Taxes. The financial misery of 
most units of local government in Brazil is a consequence of 
their own inadequate resources. As indicated above, the legal 
basis of the municipio’s income is derived from (1) those pro- 
visions that grant the local units certain exclusive revenues; and 
(2) those provisions that establish shared taxable revenues that 
are collected by the states or Union and re-distributed to the 
local units. The gerat majority of the municipios receive less 
from their exclusive revenues than from the shared ones. 

Article 29 of the Constitution attributes to the municipios the 
following imposts: * (1) urban land and buildings; (2) licenses; 


* Constitutions of Amazonas (Art. 91), Bahia (Art. 104), Goids (Art. 
140), Minas Gerais (Art. 169), Paraiba (Art. 42), and Santa Catarina 
(Art. 215). 
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(3) industry and professions; (4) public diversions; and (5) 
acts of their economy or of their competence.® Article 30 expands 
upon these resources by declaring that the local units (as well 
as the Union, Federal District and the States) can assess and 
collect a tax on public improvements when such improvements 
increase the value of adjacent property. They can also collect, 
according to the same provision, taxes‘ of any variety and any 
variety and any other revenues that may arise out of the exercise 
of their functions and from the utilization of their properties 
and services. State constitutional provisions recognize these 
same sources of revenue without expanding upon the tributary 
competence of the local units. 

As indicated by the following table (Table No. 2), the most 
important revenue producers are the imposts. They include 
several different types of tributes, which provide varying amounts 
of income. Those levied on urban land and buildings, considered 
together, provide the largest amounts. Considered separately, 
they are second to the impost on industries and professions. This 
impost is levied upon the exercise of any activity of an industrial 
or commercial nature and upon the exercise of a profitable scien- 
tific, technical, artistic or cultural profession. It should not be 
confused with the impost on licenses. A less important source 
of revenue, the latter is paid by individuals who seek to perform 
activities that are subject to municipal supervision. Finally, of 
even less significance are the imposts on public amusements 
and those levied upon acts of local competence. The former is 
simply included in the price of a ticket to some form of public 
entertainment. The latter is usually collected by means of a 
stamp placed upon a contract, deed or similar public documents. 
The stamp notarizes the document and indicates the official, 


® Carlos Maximiliano defines an impost as a “contribution based on 
the ability of an individual to pay.’ Comentarios a constituicao brasileira, 
Rio: Freitas Bastos, 1948, I, 248. 

® For complete definitions of these imposts see: Hely Lopes Meirelles, 
Direito municipal brasileiro, Sao Paulo: Revista dos Tribunais, 1957, I, 
165ff; or Francisco Machado Villa, O municipio no regime constitucional 
vigente, Rio: Freitas Bastos, 1952, 131-48. 

7 Maximiliano defines a tax as a payment for services provided by the 
state. 
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supervisory control exercised by local officials. State and fed- 
eral stamps are also included on most public papers and should 
not be confused with the local ones. 

Taxes bring proportionately smaller amounts of revenue than 
do the imposts. In 1950, they accounted for approximately nine- 
teen per cent of the total of all local tributes. By 1956 they had 
increased to approximately twenty-one per cent. The small 
amounts provided are indicative of the exact nature of a tax. 
It is defined as a form of remuneration for specific services pro- 
vided by public authority. The small increase in the amount of 
revenue provided by taxes indicates a gradual increase in the 
activities of local governments in providing reimbursable services. 

While the table does not provide information on all taxes, it 
gives some understanding of their nature. The most important 
single tax collected is that for sanitation. Here property owners 
pay local officials certain amounts to cover the cost of removing 
garbage and for maintaining a standard of cleanliness within 
the community. The tax is customarily collected with the im- 
post on buildings and property. The tax on social security and 
assistance adheres to this pattern also. While its nature as a 
tax is questionable,* it is imposed as an additional tribute on 
most of the imposts and provides funds for the operation of 
local public welfare programs. Other miscellaneous taxes, not 
specifically included in the table, are levied for supervising mar- 
kets, operating or inspecting slaughterhouses, maintaining a stand- 
ard system of weights and measures and for other similar 
activities. Local authorities collected from all of these over 
Cr $207 millions in 1956. In the more advanced municipios 
of the country, the locally operated transportation systems brought 
more than Cr$247 millions in the same year. 

Two aspects of the distribution of municipal income deserve 
mention. The first is the territorial inequality that exists. The 
municipios of the State of Sao Paulo collect considerably 
more of these revenues than do the local units of any other 
state or territory. In fact, they receive almost forty-six per cent 
of the municipal total. Their total collections exceed those of 


8 Vila, Op. cit., 145-46. 
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TABLE No. 2. Municipal Tributary Income, 1950-1956 
(Collected) 
(Cruzeiros $1,000) 


Type of Tribute Years 

Imposts 1950 1952 1954 1956 
Urban Land 180,236 242,324 416,411 660,671 
Buildings 833,914 1,105,388 1,678,195 2,624,870 


Industries and 
Professions 1,074,053 1,431,713 1,983,005 3,124,121 


License 265,028 348,918 434,729 575,689 

Others 150,711 190,096 274,949 454,706 

Total 2,053,942 3,318,439 4,787,289 7,440,057 
Taxes 

Social Security 

and Assistance 41,058 69,602 128,647 234,536 

Administration 26,429 40,890 51,078 82,174 

Sanitation 86,359 119,905 186,300 298,885 

Others 451,410 612,359 924,796 (a) 

Total 605,258 842,756 1,290,821 2,012,963 


General Total 3,109,198 4,161,195 6,078,110 9,453,020 


(a) not ascertainable for 1956 
Sources: Compiled from data in the Amudrio estatistico do Brazil, 1957, 
510, and in the Revista de Financas Publicas, XVIII, Marco/ 
abril, 1958, 62-63. 


the municipios of Piaui by over 79,953 times. They are over 
four times larger than the corresponding figures for the local 
units of Rio Grande do Sul, the State whose local units rank 
second. The uneveness of Brazil’s economic development is the 
ptimary reason for this great disparity. 

The second feature about local incomes is their concentration 
in the capital municipios. In four states, Amazonas, Para, Per- 
nambuco and Sao Paulo, and in two territories, Rond6nia and 
Rio Branco, the incomes of the capital municipios exceed those 
of all interior ones combined. In no state or territory does the 
average income for the interior units exceed that of the capital. 
Indeed, the disparity between the revenues collected by both 
groups is frequently quite great. In Sao Paulo, the total receipts 
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collected by the capital are 540 times larger than the average 
for all other units in the state. In Mato Grosso, where the 
receipts of the capital (Cuiaba) are smaller than two other 
municipios (Campo Grande and Corumba), they are still six 
times the average for all units within the state. 

These totals and averages could be reduced even further by 
recognizing that, excluding the twenty-four capital municipios, 
there were, in 1956, only fifty-three municipios with tributary 
income in excess of Cr$10 million.° The concentration of the 
majority of these well endowed units in the southern and more 
advanced region of Brazil is shown by the fact that twenty-five 
of them were in the State of Sao Paulo. Of the remaining num- 
ber, eight were in Rio de Janeiro, five in Rio Grande do Sul, 
four in Minas Gerais, three in Bahia and Parana, two in Santa 
Catarina and only one each in Paraiba, Espirito Santo and Mato 
Grosso."” By subtracting the total incomes of these fifty-three 
municipios from the general total, one would reduce even more 
the average for Brazil. 

State and Nationally Administered, Locally Shared Tributes. 
Because their own tributary resources provide inadequate amounts 
for the maintenance of governmental services, a majority of the 
municipios of Brazil are dependent upon various types of shared 
income. If these funds are returned to the local units as required 
and without partisan considerations entering into their distribu- 
tion, they can serve an extremely useful purpose in raising the 
standards of administration on that level. Unfortunately, this 
has not always been true. Partisan interests on national and 
state levels tend to exert some influence. Both the disregard 
of constitutional requirements and the delay in distributing these 
funds have contributed to other problems. Finally, quite incon- 
sistent and even contrary to the two previous conditions, it is 
in the field of shared income that the greatest stimulus for the 
creation of additional local units has come. The exact nature 


®**Balancos municipais de 1956,” Revista de Finangas Piblicas, XVII, 
Marco/abril, 1958, 63. If all income were considered to compute the 
total local receipts, including the very important shared revenues, there 
would be 114 municipios with income over Cr $10 million. 

10 Anuario estatistico do Brasil, 1957, 472-501. 
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and the effects of these practices will be considered below. 

The constitutional philosophy behind the shared revenues 
indicates the dependent status of Brazilian local government. 
While they are created to supplement inadequate local revenues, 
they can also ensure state and national supervision and control 
over local expenditures. Such control, if carried out in practice, 
can be extensive for two reasons. First, these revenues provide 
large amounts for local services; and second, the possibility 
exists for increasing their number. An examination of the 
extent and nature of this control will indicate the effects produced 
by local dependence upon them. 

The shared tributes can be divided into three different cate- 
gories, according to the units assessing and distributing them to 
the municipios. They are: (1) those revenues that the states 
return to their municipios from state imposts; (2) amounts pro- 
rated to the states from exclusive federal imposts for the state’s 
own use and for redistribution to the local units; and (3) 
amounts returned directly to the municipios from exclusive 
federal tributes. 


1. Revenues Returned to the Municipios from State Taxes. 
At the present time, the only income returned to the local units 
on any scale from state imposed tributes is that regulated by 
Article 20. According to that provision, the municipios, except 
the state capitals, are to receive annually, whenever state collec- 
tions of imposts exceed the “total of local income of any 
nature,” thirty per cent of the excess collected. The state admin- 
istered export tax is excluded for the purpose of computing 
the state’s taxable income. So that this particular burden would 
not become too onerous, Article 13 (paragraph 2) of the Tran- 
sitory Articles gives the states a period of ten years, ending 
January 1, 1958, in which to comply with the intent of that 
provision. 

To carry out the intent of the constitutional mandate many of 
the states passed laws establishing a rising scale of payments to 
their local units. In fact, a majority of them provided for pay- 
ing, at least, three per cent the first year and for increasing 
these amounts progressively up to thirty per cent in ten years. 
Several states even planned to pay the entire amount before 
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January 1, 1958. In Minas Gerais, the annual increments were 
to be five per cent, which meant that by 1954 the state treasurer 
would be paying the maximum. Sao Paulo, through progressively 
higher increments, was to pay the entire thirty per cent by 1952. 
Even more laudatory was the example of Rio Grande do Sul 
whose legislature provided initially for the payment of the 
entire amount.”* 

Unfortunately, the states have refused to fulfill these obli- 
gations. The picture presented in the following Table (No. 3) 
indicates the current status of these payments. Five states, Ama- 
zonas, Para, Alagoas, Minas Gerais, and Goids, have returned 
to their municipios none of the excess collected. Two other 
states, Piaui and Paraiba, provided for payments earlier but 
have since refused to appropriate the amounts. Even the lau- 
datory step taken by Minas Gerais has been read into oblivion 
through non-compliance. How many of the other states have 
failed to provide for proportional increases in payments is diffi- 
cult to say. But it is obvious that where state collections of 
imposts are high, as for example in Bahia and Pernambuco, 
complete compliance with the constitutional provision by Janu- 
ary 1, 1958 would either produce financial hardship or be 
evaded because of the difficulties encountered. It appears as if 
many states, including the two mentioned, will probably follow 
the latter course. 

Constitutional prescription cannot indicate alone the impor- 
tance of this source of revenue. As is indicated generally in 
Table No. 1, the states collect more income than their municipios. 
This situation prevails in most areas of Brazil except those char- 
acterized by economic stagnation. In some cases state collections 
can be extremely disproportionate. For example, the State of 
Sao Paulo collected in the Municipio of Santos, in 1954, approxi- 
mately 1.5 billion cruzetros. During the same fiscal year the 
Municipio collected only Cr$223,565,971.70.* The thirty per 
cent that the State owed Santos, based simply upon the tributary 


11 “Leis e regulamentos de alguns estados sobre o pagamento de 30% 
sObre excesso de arrecadacao,” Revista de Financas Publicas, XII, Set., 
1952, 38-40. 

12 Revista de Finangas Publicas, XV, Maio/junho, 1955, 1. 
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receipts of both units, was nearly twice the amount that local 
tax officials collected. 

The Table (No. 3) also indicates other characteristics about 
the Brazilian federation. In the southern part of Brazil, the 
more socio-economically advanced region, the payments are pro- 
portionately higher. A strong presumption exists that state 
confidence in the technical and administrative competence of 
local administrations in that region is correspondingly stronger. 
But this belief, which undoubtedly has some relevance, could 
be over-emphasized. What is probably more important is that 
politics and political activity do not produce the same divisive 
and disruptive effects in the south as in the north and northeast. 
In areas of social, economic and cultural underdevelopment 
greater reliance seems to be placed upon emotional rather than 
rational actions. Similarly, the pursuit of public office in the 
south does not have the same significance, as many other oppor- 
tunities exist for employment and for raising one’s status. 

Other practices are also permitting and will continue to favor 
effective evasion of this constitutional requirement. Decisions - 
with respect to what constitutes municipal income will always 
vary. Since state tax collectors work in regions, they frequently 
cannot distinguish the income pertaining to each municipio. This 
problem arises where taxable property lies in two or three units, 
where state tax stamps are sold in one municipio but used in 
another, etc. The same difficulties arise with respect to what 
constitutes the local unit’s own income. State officials can and 
have considered the “total of local income of any nature” as 
including the following: income received through borrowing, 
grants-in-aid and the local unit’s quota from the income tax.”* 
The principal effect of this confusion, therefore, is to render 
ineffective the constitutional requirement and to reinforce local 
dependence upon state administrations. 


2. Exclusive Federal Imposts Returned to the States for Dis- 
tribution to the Municipios. The only exclusive federal impost 


18 The Legislature of Sao Paulo tried to delimit the income that could 
be considered for the purpose of computing the thirty per cent, but the 
Governor vetoed the proposal. See: Noticias Municipais, IV, Marco/abril, 
1957, 40-44. 
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that is returned to the states for subsequent distribution to the 
municipios is that on liquid and gaseous fuels. According to 
the Constitution, only the Union has the power to decree imposts 
over the production, transportation, distribution, consumption, 
importation and exportation of these products."* This form of 
shared revenue is also regulated by a law enacted in 1948.*° 
Provisions of the law create the National Road Fund (Fundo 
Rodoviario Naciond ). They also establish the quotas and the 
conditions for receiving them. Under the terms of these pro- 
visions the quotas established are as follows: 

40% to the National Department of Roads 

487% to the States and Federal District 

12% to the Municipios and Federal District. 

Both the states and municipios are to provide the necessary 
administrative organization for spending the funds, to subordinate 
their road programs to a national plan, to submit accounts and 
to comply with other provisions. 

The effect of these provisions has been to render impractical 
the revenue returned to the local units for several reasons. First, 
by favoring the states and the Union, this source of revenue 
cannot provide sufficient amounts for meeting the problems of 
local road construction, maintenance and improvement. Second, 
the problem of distributing these funds arises from the necessity 
to compute the amounts owed to the states and the municipios. 
The formula provided in the law is complex and favors areas in 
which the consumption of fuels is heavy. As a result, in 1953 
and 1954, municipios in Sao Paulo, Rio Grande do Sul, Minas 
Gerais, and the Federal District received approximately 53% 
and 48% of the local total.*° Finally, partisan political inter- 
ests have also slowed the process of distributing these funds. 
State administrations have not always returned these amounts 
as required, and local prefects have protested publicly *’ and 
in the Congresses of the Municipios.” 


14 Art. 15, III. 

15 Lei N. 302, 13 julho 1948. 

16 Boletim Estatistico, XV, Jan./marco, 1956, 45. 

170 Estado de Sao Paulo, 31 Jan. 1958, 4; Folha da Tarde, 6 junho 
1958. 
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3. Exclusive Federal Imposts Distributed Directly by the 
Union to the Municipios. The final group of shared revenues 
are returned directly to the local units from accounts in the 
Bank of Brazil. In distributing the revenue from these tributes 
the role of the states is customarily limited to supplying the 
necessary statistical information to federal officials for com- 
puting the local shares. 

At the present time only two imposts fall within this group. 
The first is levied upon the consumption of electricity."* Accord- 
ing to the regulatory law that redistributes sixty per cent of the 
revenue collected by this impost, only one-sixth is returned to 
the municipios. Each local share comes directly from an account 
in the National Bank of Economic Development and is deter- 
mined by the National Council of Waters and Electric Energy. 
As is true with respect to the local quotas from the fuel tax, 
the system of distributing these funds favors the more economi- 
cally developed regions of the country. 

The second, and perhaps the most important source of trans- 
ferred income, is that produced from the income tax. The 
constitutional basis for this shared income is Article 15, section 
VI, paragraph 4, which requires that the Union return to all 
municipios, except state capitals, ten per cent of the revenue 
received from the income tax. It also imposes upon the muni- 
cipios the obligation to spend, at least, fifty per cent of their 
quotas on rural projects. 

The controversy surrounding this shared tribute involves two 
problems. The first concerns its effect in producing a rapid 
multiplication of municipios throughout Brazil, many of which 
lack the financial means necessary for self-sufficiency. The sec- 
ond is related to its administration. Not only have federal 
officials failed to provide adequate arrangements for supervising 


18 These protests are usually incorporated into the ‘Cartas dos Munici- 
pios” published after each Congress. Copies of these documents can be 
found in various issues of the Revista Brasileira dos Municipios. 

1° Art. 15, VI, paragraph 2; laws regulating this form of shared revenue 
were not enacted until 1954 and 1956 (Leis Nos. 2,308, 31 agdsto 1954, 
and 2,944, 8 novembro 1956). Payments were to begin Novem- 
ber 8, 1958. 
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the expenditures, but they have even delayed the payment of 
the quotas, thus aggravating further a solution to the problem 
of adequate local finance. At the same time local authorities 
have not spent, at least, one half of their quotas in rural projects. 

The importance of these quotas in local finance can be under- 
stood from the following table: 


TABLE No. 4 Ten Per Cent of the Income Tax and the Quotas 
Allocated to Each Municipio, 1948-1956 


(Cruzeiros ) 
Years 10% of the Income Tax Amount Due Each Municipio 
1948 $ 195,090,398.60 $116,541.00 
1949 419,499,660.30 249,850.00 
1950 478,480,893.30 256,558.00 
1951 558,158,131.30 299,280.00 
1952 810,440,050.50 434,319.00 
1953 999,399,473.30 524,069.00 
1954 1,533,996,763.20 547,977.00 
1955 1,925,876,914.50 655,274.00 
1956 2,415,919,900.00 648,898.80 
1957 (not available) 802,114.50 


Source: Conselho Técnico de Economia e Financgas and Diretoria das 
Rendas Internas, Ministério da Fazenda. 


It indicates the progressive increases in the totals and in the 
amounts paid to each municipio. Except for 1956, each local 
unit’s share has increased proportionately in spite of the rapid 
increase in the number of municipios in Brazil (between July 1, 
1950 and July 1, 1956 the total number of local units increased 
from 1,894 to 2,419). By 1955, each unit’s share amounted to 
more than two and one-half times the total received in 1949. 

How important is this one source of shared revenue to the 
municipios? To indicate its significance one can compare each 
quota with the total tributary receipts collected locally by the 
municipios. These receipts include only the locally levied taxes 
and imposts, as specified in Articles 29 and 30 of the Constitu- 
tion. Of the 2,372 municipios that qualified to receive a quota 
during 1955, about forty-five per cent of them had tributary 
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resources in excess of the amount distributed to each unit. This 
means that a majority of them obtained more from this shared 
impost than fromlocal tax resources. 


The dependence of local governments upon a federal quota 
has produced several consequences for the Brazilian federation. 
By providing large amounts, it has increased the financial impor- 
tance of Rio and assisted the weakening of state control over 
the local subdivisions. In the same manner it has permitted 
local officials to evade the unpleasant reality of raising local 
taxes. By encouraging the rapid proliferation of these units, 
particularly in Minas Gerais and Sao Paulo, it has returned a 
disproportionate share of federal revenues to two of the most 
prosperous states in Brazil. And finally, by encouraging the dis- 
memberment of prosperous districts from viable units, it has 
undoubtedly made local government more expensive and inefh- 
cient. More and more of the scarce resources must be consumed 
in paying local functionaries and politicians, while public serv- 
ices continue to be neglected or dependent upon state and federal 
assistance. Few remedies for these problems have been provided 
in the arrangements established to administer the quotas. 

The administrative problems of this form of shared revenue 
have prevented the fulfillment of the constitutional mandate. 
Two reasons account for this situation. First, federal legislative 
and administrative officials have acted slowly in paying the 
money. Second, very little effective federal action has been 
taken to assure that the municipios spend, at least, one-half of 
their quotas in rural projects. Both problems have been tied 
together by the prevailing federal legislation. The payment of 
each quota theoretically depends upon compliance with the pro- 
vision that, at least, fifty per cent of each quota be used in rural 
projects.*” For computing the amounts owed to the municipios, 
the following factors are also considered: 


(1) The total general collection of imposts on income 
in the year prior to the preparation of the new 


budget. 


20 Lei N. 305, 18 julho 1948. 
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(2) The number of municipios existing on December 
31 of the year prior to the preparation of the 
new budget.” 


The payment of the amounts owed by the Federal Government 
has frequently depended upon the opening of special and sup- 
plementary credits. Following this practice, federal officials did 
not pay the entire amount of the quotas for 1948 and 1949 
until 1954.*° Portions of the quotas for 1950, 1951 and 1952 
were not paid entirely until the same year. The quotas for 
1953 were not returned in full until 1955.*° The same practices 
were followed with respect to subsequent years.** A delay of 
two years became customary as the basis for computing the 
amounts owed fell one year prior to the budget period. As of 
August 30, 1958, each municipio of Brazil considered eligible 
for a quota for 1956 still had to receive Cr$16,088.40 from the 
national government. The entire amount for 1957 had been 
paid.*° 

The problem of assuring compliance with an impractical con- 
stitutional requirement, i.e., the provision that one half of each 
quota be used in rural projects, has constituted a particularly 
unfortunate aspect about local administration. Evasion of the 
requirement is possible for several different reasons. The rural 
zones of the municipios are usually not represented in the local 
councils. Individuals charged with enforcing this requirement 
have neglected this responsibility. Finally, the laws and decrees 
regulating this problem have indicated confusion as to where 
real responsibility should lie.** Inobservance of this restriction 
by federal officials, who are in a position to compel compliance, 
and by local leaders, whose attentions should also be focused 
on the underdeveloped rural zones, indicates the impracticability 
of this rigid constitutional provision.” 


21 Ibid.; Lei N. 2,572, 13 Agdsto 1955. 

22 Dec. N. 36,352, 23 dez. 1954. 

23 Lei N. 2,439, 9 marco 1955; Dec. N. 37,571, 5 julho 1955. 

24 Dec. N. 38,626, 23 jan. 1956; Lei N. 3,043, 21 dez. 1956. 

25 Letter from Conselho Técnico de Economia e Financas. 

26 Lei N. 305, 18 julho 1948; Dec. N. 25,252, 22 julho 1948; Lei 
N. 1,393, 12 julho 1951. 
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Conclusion. The contemporary impoverishment of Brazilian 
local governments is determined by several different conditions. 
The most flexible and lucrative taxable resources have been pre- 
empted by state and national governments. Because of this finan- 
cial discrimination, local officials have been forced to depend 
upon shared revenues of one type or another. This dependence has 
not been favorable to local self-sufficiency for several reasons. 
First, if delays are any indication of attitudes, both state and 
federal officials have been reluctant to return revenues that con- 
stitutionally belong to the local units. A second weakness of 
the shared imposts is that the majority of them provide only 
limited amounts. Third, all shared revenues, except those re- 
turned from state administered tributes, are tied by provisions 
that require specific expenditures. Fourth, because of the size 
of the local quotas from the income tax, state legislators have 
created additional local units at a rapid pace, many of which 
are principally dependent upon that source for operating reve- 
nues. Finally, all taxes and imposts, whether levied directly 
by the municipios or transferred by other governments, are sub- 
ject to the economic instabilities of the system itself and to the 
political attitudes of those controlling the funds. 


Rather than strengthening local government, this dependence 
upon financial resources over which the local units exercise only 
secondary control has increased their subservience. It has served 
to perpetuate a tradition in which centralism has been exag- 
gerated. At the same time, it has recognized that local self- 
control has never rested upon widespread popular support, that 
local services have been neglected and that effective solutions 
for Brazil's problems can only come on a regional or national 
basis. The interdependence of these conditions is apparent. 
Counteracting their more harmful effects will depend upon a 
satisfactory solution to the problem of local finance. 


27 QO Estado de Sao Paulo, 27 fev. 1958, 3; Domingos de Carvalho 
Mendanha, “A cota do impésto de renda e a assisténcia rural,” Revista 
de Finaneas Piblicas, XV, Abril, 1955, 11-13; Deirel Reinaldo da Silva, 
“O municipio e o impdsto de renda,” Revista Brasileira dos Municipios, 
VII, Jan./marcgo, 1954, 20. 





The Bogey of “Yanqui Atomic 
Imperialism” 


By Ralph Sanders* 


Atomic policy in Latin America is being fashioned out of 
political and ideological conflict. Primarily, the clash between 
groups fostering unbridled nationalism and those advocating trust 
in foreign assistance shapes its destiny. 


The champions of economic nationalism strike up the familiar 
theme of ‘imperialism’. In the new scientific age, the only inno- 
vation is to lengthen the slogan to “atomic imperialism’. Whether 
or not Latin America makes appreciable strides in atomic devel- 
opment, and how that development will proceed will be deter- 
mined, for the most part, by the relative success or failure of 
the opposing groups. 

If those favoring initiative by all parties, private and public, 
and international cooperation with the United States and the 
rest of the Free World decide policy, atomic development should 
proceed as rapidly as the social and economic structure of the 
country permits. For an underdeveloped Latin American nation, 
the key issue is whether or not foreign assistance and investment 
and foreign trade will be allowed to participate in that develop- 
ment. If the answer is affirmative, and if mutually beneficial 
arrangements are made, a Latin American country stands the best 
chance of enjoying atomic progress. 

Motivation of Latin America. Why do Latin Americans want 
atomic reactors? First, this area must develop a new source of 
energy to alleviate conventional fuel shortages. Further, by build- 
ing a nuclear research base, Latin America can acquire both the 
know-how and trained manpower to support commercial appli- 


* Dr. Sanders teaches at The American University, Washington, D. C. 
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cations. National pride also induces nations to desire reactors. 
Nuclear energy programs have become elements of prestige. 
Underdeveloped countries want the accoutrements of advanced 
societies as indicators of progress. What could better buoy na- 
tional pride than partaking in this most glamorous of scientific 
endeavors ? 

Most Latin American countries are impelled by all these rea- 
sons, but the first is the most weighty. All countries in this 
region except Mexico and Venezuela have an overriding need to 
exploit nuclear energy to offset conventional fuel shortages. 

Motivation of the United States. Why should the United 
States adopt as part of its foreign policy a program to foster the 
growth of electric power through nuclear generation within the 
Free World? The philosophy is based upon the assumption that 
raising living standards will serve the cause of peace. President 
Eisenhower's ‘Atoms for Peace’’ program is designed to create 
a device which will cure some of the economic and social ills 
of the world. It is no panacea, but one more tool in the devel- 
opment workshop. The hypothesis of the President's message is 
that electric power promises to be a principal instrument for 
achieving international economic objectives. A sub-hypothesis 
is that nuclear generation can aid materially in electric power 
generation. 

Perhaps, most important of all, atomic assistance to Latin 
America is one more significant step in the general strengthening 
of friendly relations among the American Republics. Another 
reason for granting Latin America a high priority is that the 
area has an extraordinary need due to its economic growth pat- 
tern. It is in the interest of the United States to stimulate that 
growth because Latin America is part of the Free World and the 
West consequently gains from progress in any part of the Free 
World. 

Further, the United States is connected with the development 
of the military aspects of atomic energy. Tagged with this unfor- 
tunate wartime association, the atomic bombing of Hiroshima 
and Nagasaki, this country is trying to impress the world with 
its sincere desire to promote atomic power for peaceful purposes. 

The changing atomic world situation also compels the United 
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States to help friendly nations pursue constructive atomic activi- 
ties. The acceleration in the diffusion of atomic knowledge will 
soon permit underdeveloped countries to undertake atomic activi- 
ties without United States aid. The United States monopoly of 
atomic “know-how’”’ is over. It is fitting that this country help 
its friends improve their atomic conditions. Foreign atomic as- 
sistance also could promote good business. There is nothing sinis- 
ter in formulating a policy which incorporates mutual economic 
benefits. 


Background of Anti-Imperialism. \t seems quite reasonable to 
ask why elements in Latin America should resist United States 
aid and participation in their atomic development. The answer 
is best summed up in the Spanish phrase ‘Peligro Yanqui.” The 
history and literature of Latin America is replete with clamor 
against political and economic penetration by the ‘Colossus of 
the North.” To the Latin Americans, the United States had 
refused to “continentalize’”’ the Monroe Doctrine as early as 1827 
and assumed a policy of unilateral action. The westward march 
of this country, the occupation of Puerto Rico and Cuba, President 
Theodore Roosevelt's “big stick” policy and intervention were 
all achieved at the expense of Spain and its American heirs. 
Mexico, Central America and Caribbean islands became the un- 
willing host of American occupation troops. The Latin Amerians 
viewed with suspicion the whole Panama Canal affair. As United 
States intervention grew, so grew Latin American distrust of 
the United States. 

Latin Americans particularly deplored “Dollar Diplomacy” 
which they felt was aimed at protecting foreign investments. 
Many intellectuals promulgated hatred for the machine age, mass 
production and standardization, characteristics associated with the 
United States. Jose Enrique Rodo, in his famous Are/ warned 
Latin American youth to be wary of the materialistic seducer from 
the north lest their classical European heritage be destroyed. 
Ruben Dario, one of Latin America’s great poets, and Garcia 
Calderén, an eminent historian, dwelt on the danger of the 
northern neighbor. 

The anti-imperialists wailed that the United States intended 
to conquer economically and, consequently, culturally and polit- 
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ically. The foul instrument of conquest was the foreign invest- 
ment. They shouted that investment leads to economic absorption 
and economic absorption to political control. They warned that 
the United States capital was well on the way to overwhelm 
Latin America. 

It is principally some liberal and most left wing elements 
bearing the cudgel of anti-imperialism in Latin America. They 
usually are joined by extreme rightists and some of the intel- 
lectuals. Professor Whitaker, a long-time student of Latin Amer- 
ican affairs, states that foreign trade, investment and business 
enterprise are encouraged by the oligarchy composed of the old 
landed elite, the new commercial and financial elite and profes- 
sional groups who profit from such activities. Unfortunately, in 
many cases, the groups which encourage foreign investment were, 
at the same time, dictatorial and heedless of improving the lot 
of the people. Porfirio Diaz of Mexico welcomed United States 
enterprise, but was neither democratic nor concerned about the 
welfare of his people. 

The intellectuals who looked for freedom found common 
cause with the proponents of socialism. These groups enlisted 
the help of many who were fostering extreme patriotism and 
those, who for any reason, wanted to acquire political power. 
To this coterie was added the avowed Communist whose pur- 
pose was to use any issue to further the Communist Revolution 
and the cause of the Soviet Union. With the conflict between 
the United States and the Soviet Union in the post World War II 
period, the latent hostility of Yankeephobia was utilized by 
them as another instrument in the Cold War. 

Liberal and leftist groups continually reiterate that the eco- 
nomic dependence foisted on their countries resulted from an 
unholy alliance between their own treacherous oligarchies and 
foreign imperialists. They coined the name “entreguistas’’ to 
depict their nationals who would cooperate with the United 
States to the detriment of their native land. 

Under President Hoover, United States-Latin American rela- 
tions began to improve and with the “Good Neighbor Policy’ of 
Franklin D. Roosevelt this amelioration grew rapidly. From 
1933 to 1949 the United States withdrew its marines from Haiti, 
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abrogated the Platt Amendment giving Cuba complete inde- 
pendence, gave up its guarantees of Panamanian independence, 
formally renounced its policy of intervention and replaced inter- 
vention with the principle and institutions of consultation among 
American states. A crucial test case of American intentions 
arose with the Mexican expropriation of foreign oil companies; 
the Roosevelt Administration recognized the right of Mexico to 
expropriate, but insisted on payment of just compensation. The 
settlement reached in 1941 certainly did not favor United States 
investors. 

These developments reduced the feeling of ‘‘anti-Yankeeism,” 
but did not eliminate it. More precisely, as political and terri- 
torial dangers no longer threatened, emphasis was shifted to 
economic exploitation. Nationalization of foreign-owned facili- 
ties and the exclusion of foreign interests to exploit new resources 
became the mechanism of the economic nationalists when they 
assumed power. Their aim was to acquire economic independence 
through government ownership of the key sectors of the nation’s 
economy, including power, heavy industry and natural resources. 

Any objective analysis of “Yankee Imperialism” today would 
certainly indicate that it is primarily a propaganda image. Those 
who call forth the term for political effect can always rely on a 
sympathetic response. It is much easier for people to ascribe 
their troubles to a conveniently provide scapegoat than to pursue 
an objective investigation into their own society as well as malign 
influences from without. Moreover, Latin Americans suffer from 
an intellectual and ideological hangover and thus are prone to 
be true believers of doctrine though that doctrine no longer jibes 
with present day facts. In essence, they are pushing doctrines of 
ardent nationalism to an extreme in an age when their develop- 
ment rests, in good measure, on international cooperation. This 
paradox is truer in the atomic sphere than in most other areas 
of development. 


The Brazilian Atomic Crisis. The impact of anti-imperialsm 
on atomic development in Latin America is best illustrated by 
recounting the atomic energy crises which flared in Brazil and in 
Mexico in the middle of 1956.*. In August of 1955 the United 
States and Brazil concluded an agreement providing for joint 
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exploration of Brazilian uranium. If uranium were discovered, 
the United States was to receive preferred treatment in the export 
of the atomic material. Brazil assented to receiving needed wheat 
in exchange for the uranium ores.* Subsequently, the two coun- 
tries also agreed in 1956 to exchange thorium oxide and rare 
earths for wheat.* 

A political time bomb was tossed when Renato Archer, a mem- 
ber of the House of Deputies, arose in Congress in August of 
1956 and viciously attacked atomic materials and research agree- 
ments with the United States. The purposes of the attack were 
to discredit the agreements, force the government to repudiate 
them and kindle wrath against the United States. 


Archer charged that the United States had pressured the Bra- 
zilian Government into signing the agreements. He contended 
that agreements were contrary to Brazil’s best interests because 
they required Brazil to purchase reactors from only the United 
States whereas it could have received better terms from Germany 
and other countries, that the accord forced the sale of valuable 
mineral ores with no tangible return for Brazil and that the 
agreement covered only prospecting for uranium deposits whereas 
thorium was also of vital interest to Brazil. Archer’s aim was 
to convince his people and their leaders that the United States 
had obtained a monopoly on prospecting for uranium in Brazil 
to the detriment of Brazil. 

In sum, Archer claimed that by means of these agreements, 
the United States was attempting to keep Brazil dependent upon 
it for development of its atomic resources to prevent Brazil from 
challenging the United States international monopoly. He in- 
sisted that Brazil should be paid for her exports of atomic raw 


‘It is difficult to reconstruct the events in Brazil with complete his- 
torical accuracy as many of the pertinent facts have never been made 
public. Yet, enough information is available to present a picture from 
which reasonably valid conclusions can be drawn. 

2 Joint Cooperative Program for the Reconnatsance or Uranium Re- 
sources of Brazil, August 3, 1955, 6 UST 3835, TIAS 3385. 

3 At the time the agreement was concluded, it was given a secret security 
classification. The text of the agreement or a citation where it can be 
found is presently unavailable since the AEC has not yet declassified it. 
* Impresa Popular, 2 de Agosto de 1956, p. 1. 
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materials not only in money, but also in equipment for the 
development of a national atomic industry. 

Archer received the full backing of the leftists of many hues, 
including the Communists, the ultranationalists and some of the 
military—diverse groups with some common aims. The Com- 
munist newspaper Impresa Popular attacked the agreement with 
a series of five articles calling the agreements an example of 
“Yankee Atomic Diplomacy.” ° The Communist press charged 
that President Cafe Filho had been cheated. The Brazilian anti- 
United States agitators adopted the slogan, “Do not export your 
future.”” In fact, the amount of space alloted to atomic matters 
in Communist and nationalist organs during this period far 
exceeded that given to most other topics. 


The opposition continued to build up pressure against the 
Kubitschek Government. The Brazilian Congress launched an 
investigation, in which Deputy Dagoberto Salas led the attack 
against the agreements. The attack succeeded in forcing the 
Brazilian Security Council to recommend cancellation of the 
agreement and the Council's recommendation was approved 
by President Kubitschek. 

President Kubitschek signed an eighteen point decree outlining 
Brazilian atomic policy.” The Government suspended all exports 
of thorium pending a decision by the Brazilian Security Council. 
Further, it specifically cancelled the export of 300 tons of thor- 
ium oxide covered by the 1956 agreement with the United States. 
The new policy stipulated that only after Brazil is assured of 
substantial atomic mineral deposits and of stockpiles of processed 
minerals sufficient to insure Brazil’s atomic progress, will export 
be permitted. In addition, the Brazilian Security Council was 
given the prerogative of approving such sales. The decree also 
provided that atomic material would be exported only at the 
highest degree of refinement possible and then only for specific 


° These articles appeared in Impresa Popular from 14 de agosto de 
1956 to 18 de 1956. The first three days they appeared on page 1 and 
the last two days on page 3. 

® An English version of the decree is reproduced in Nucleonics with 
appropriate comments. ‘“‘Brazil’s Eighteen Point Atomic Policy Memo 
Detailed,” Nucleonics, XIII (October, 1956), pp. R5-R6. 
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compensation in equipment and technology for developing a 
nuclear industry in Brazil. The joint Brazilian-United States 
agreement was to cease in six months. 

The decree also sought to orient Brazil's atomic development 
more toward other advanced nations rather than the United 
States. It provided that Brazil should utilize the scientific and 
technological experiences of all friendly countries. Brazil’s ac- 
tions should be guided alone by what is most convenient for 
Brazil. Future policy should emphasize short-term obligations 
with all friendly nations. The decree charged the Government 
with the responsibility to see that a clause is always included in 
any future international agreement in the field of nuclear power 
that the agreement becomes valid only when approved by the 
Brazliian Congress. This provision was a clever maneuver by the 
the Brazilian Congress to give any nuclear agreements with the 
United States, no matter if they benefit Brazil, rough sailing. 

Some of the provisions of the decree were innocuous, some 
were beneficial, and some were harmful. To state that Brazil 
should look out for its own interests was a platitude. To state 
that Brazil should seek the aid of all friendly countries investi- 
gating what each had to offer, was sensible. To state that sol- 
emn international agreements should be broken and precious 
geological talent be prevented from aiding in the search for 
uranium was detrimental to Brazil’s national interests. 


The Mexican Atomic Crisis. A similar situation occurred in 
Mexico which differed from that in Brazil only in the fact that 
Mexico had no ore to export nor any agreement to export it. 
In May of 1955 the Communist organ La Voz began a campaign 
to implicate the Mexican Government in a conspiracy to give 
away the country’s atomic wealth to the United States." The 
usual issue was brought to the fore; the United States was plan- 
ning to steal Mexico’s atomic resources in another manifestation 
of Yankee imperialism. Consequently, the Mexican Government, 
even if it were convinced of the benefits of a policy encouraging 


7 A short account of the Mexican atomic materials crisis is found in 
Evron M. Kirkpatrick, (ed), Target: The World (New York: MacMillan 
Co., 1956), p. 315. 
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private enterprise and foreign investment, could not openly advo- 
cate such a course. It is highly doubtful that it could have 
resisted the emotional opposition which was instantly engendered 
and skillfully maneuvered by propagandists. 

President Ruiz Cortines bowed to that emotional opposition 
and declared that Mexico would not allow foreign participation 
in the development of atomic resources." The Ministry of 
National Economy specifically announced that no uranium was 
being sent to the United States nor would any be exported.° 
The Government even went so far in placating nationalist sen- 
timent as to declare that Mexico had no interest in uranium 
mining at present and would conserve resources until peaceful 
uses of atomic energy had been established in Mexico. In August 
of 1955 La Voz noted that the Communists had been victorious 
in the Mexican uranium battle.’ 


The ultranationalists and leftists struck out in other directions. 
In May of 1957 the leftist newspaper E/ Popular presented a 
long article replete with illustrations claiming that the United 
States atomic tests were making Mexico one of the most radio- 
active countries in the world. It planted exaggerated stories of 
extremely high radioactivity in the north of Mexico playing on 
fears of the ignorant with the result of slandering the United 
States.” 

Some sensitive Mexican nationalists expressed the fear that 
the United States would use atomic assistance as a form of 
intervention. They reasoned that the United States, which keeps 
title to enriched fuel, could deny a recipient country the right to 
use enriched fuel in order to attain a political or economic objec- 
tive. If a country were to produce a substantial part of its 
total electric power through nuclear generation, it would be 
vulnerable to United States pressure. By demanding the return, 
of enriched fuel, the United States could threaten to cripple elec- 
tric power production. Any sizable reduction in electric power 
would severely disrupt the economy of the recipient. In other 


® New York Times, September 2, 1955, p. 6. 
® Kirkpatrick, op. cit. 

1° La Voz, 8 de agosto de 1955. 

11 E] Popular, 24 de Mayo de 1957, p. 4. 
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words, nationalists asserted that the United States would have 
a blackmail weapon which it could use to keep the Latin Amer- 
ican nations politically and economically subservient.’ 

Local Reaction. In Brazil, the Communist press and its na- 
tionalist allies were jubilant over President Kubitschek’s action. 
Even much of the more responsible press approved mildly. Jm- 
presa Popular triumphantly hailed the decision as an historical 
victory of the people and a defeat for Yankee Imperialism." 
The issue had been built up to the point that any opposition to 
the leftist and nationalist claim was branded unpatriotic. No 
one could deny that Brazil should use its atomic resources to 
better itself and that the state had the final say as to their use. 
O Estado de Sao Paulo which earlier had fought the nationalists 
and Communists raised only slight objections. What that news- 
paper feared most was the creation of a government monopoly 
of atomic resources patterned after Petrobras,"‘ the government 
oil monopoly. Correio Paulistano also first supported the na- 
tionalists and then opposed them. Yet, after the decree, this 
paper editorialized that the act was prudent and should be used 
to re-examine the problem of nuclear materials in the light of 
national interest.’ The conservative paper A Gazeta proposed 
to set the basis of an atomic policy through a program of pro- 
duction and commerce of the mineral, but did not condemn 
Kubitschek’s program." 

Three newspapers, Correio da Manha, O Jornal and O Globo, 
did roundly blast the Government's decree. O Globo editorialized 
that anyone who thought to utilize Brazilian nationalism as a 
cloak for Communism in order to get political power would: 
only delude himself.’* It complained that Brazil was mistreating 
the United States and that it was in the interest of the United 
States to strengthen Brazil. It reminded Brazilians that rarely 


12 These opinions were expressed to this author by many responsible 
Mexicans in personal interviews in 1956. They are illustrative of the 
genuine fear of some who are neither Communists nor ultranationalists. 

‘8 Impresa Popular, 1 de Septiembre de 1956, p. 1. 

14 Estado de Sao Paulo, 1 de Septiembre de 1956. 

18 Correio Paulistano, 1 de Septiembre de 1956. 

1° QO Globo, 29 de Septiembre de 1956. 

170 Globo, 29 Sept. 1956. 





“YANQUI ATOMIC IMPERIALISM” 49 


did United States banks refuse loans for Brazilian projects.”* 
O Jornal added that the Government was making a big mistake 
in breaking its agreements with the United States and referred 
to the act as a great victory for the Communists. It pointed out 
that the outlawed Communist party was now congratulating the 
Government.*® 

Perhaps the best defense of the United States-Brazilian agree- 
ments and denunciation of the Government’s action was furnished 
by the newspaper, Correo da Manha which ran a series of 
articles under the title of “Ariadnes Thread.” *’ The paper 
pointed out that, as in the case of petroleum, false patriots actu- 
ally seek to impede the development of Brazil’s resources in 
atimic materials. The paper bluntly told its readers that the 
United States did not need Brazilian atomic materials and could 
get them elsewhere at better prices. It reminded them that 
the United States was delivering an experimental reactor to them 
and could supply U 235 and power reactors. 


New Dress for Old Charges. The ultranationalists and the 
leftists did not adopt a new “line” but applied a new twist to 


familiar charges of foreign exploitation. They claimed that fis- 
sionable ores are only one more natural resource belonging to 
the state. Foreign participation merely drains the country’s wealth 
and offers no compensatory benefit. The population is already 
prone to regard natural resources as a “sacred cow.” The public 
attitude toward atomic resources is even more sensitive as atomic 
materials have a novel, almost mystical appeal. Atomic energy 
is the power of the future, and fissionable ores therefore hold 
a special place in the minds of Brazilians as an important source 
of future industrial greatness. 

Along with the negative effort to exclude foreign participation 
is the positive advocacy of exclusive public development. For 
example, the Brazilians have created a government monopoly, 
Petrobras, to explore and exploit petroleum. Brazilian nation- 


18 O Globo, 25 Sept. 1956. 

19.O Jornal, 28 Sept. 1956. 

20 Correio de Manha, 5 Sept. 1956, p. 16; 6, p. 18; 9, p. 16; 11, p. 18; 
12, p. 14. 
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alists now advocated an atomic counterpart, Atombras.” If Atom- 
bras enjoys the same success as Petrobras, Brazil may never have 
an indigenous atomic industry. In oil development, no foreign 
capital has been permitted to finance exploration and exploita- 
tion; and no substantial oil field has been discovered. Legislation 
restricting private initiative in exploring and exploiting atomic 
ores likewise has stunted atomic growth in Latin America. 


The Communist Role. Although the Communists are a small 
minority and officially outlawed in many Latin American coun- 
tries, they exercise considerable influence.** They have long 
realized that they cannot accomplish their objectives by spouting 
Communist doctrine. Dialectical materialism is neither under- 
stood by the people nor does it fire their imagination. Instead, 
Communists seek to gain their ends by vociferously advocating 
sentiments already strong within the people of Latin America, 
nationalism and socialism. Their principal objectives are to 
promote the growth of Communism in Latin America and to 
support the foreign policy of the Soviet Union. 

They join forces with anti-United States elements in Latin 
America including those who, while not espousing communism, 
will accept Communist support. A favorite mechanism is the 
“front” organization in which they can utilize non-Communists 
and fringe Communists to accomplish their aims without making 
it appear a purely Communist cause. 

The Communists know that cries of “Yankee Atomic Impe- 
rialism’” will elicit sympathy from many who have a tendency 
to view the United States suspiciously. They assail Yankee monop- 
oly of atomic development claiming that Latin America will 
not benefit from cooperation either in atomic raw material prog- 
ress or in acquiring finished atomic hardware. The United States 
is depicted as having no other objective than ‘to make Latin 
America a profitable atomic satellite. 


*1 Correio da Manha, 4 de agosto de 1955, p. 6, pointed out that as in 
the case of petroleum, false patriots seek to impede the development of 
Brazil’s resources in atomic materials. 

*2 See Kirkpatrick, op. cit. for Communist maneuvers in Latin Amer- 
1Ca, passim. 
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Specifically, the Communist theme is that the United States’ 
atomic policy operates to obtain monopoly over Latin American 
sources of fissionable raw material for its own military purposes. 
The United States intends to drain the area of its atomic resources 
while withholding the scientific and technical knowledge re- 
quired to develop an indigenous atomic industry. The Yankees’ 
nefarious atomic design is identical with their past performances, 
despoiling other natural resources while refusing underdeveloped 
lands the access to the means of industrialization. The Com- 
munists charge that the United States works for capitalistic 
ownership or control rather than social utilization of atomic 
power. In other words, the United States is more concerned 
with securing a handsome profit from atomic development than 
with striving to improve the lot of the people through atomic 
energy. Many sincere Latin Americans who would otherwise 
reject communist propaganda are beguiled by this variety because 
it caters to nationalism. 

Lacking capital, technical information and organization, Latin 
American needs outside aid to create an atomic industry. In 
striving to alienate the United States, the Communists and their 
supporters are jeopardizing a source of great benefit. The only 
advanced states capable of contributing toward atomic develop- 
ment are either within the Western alliance or the Soviet bloc. 
The Latin Americans risk communist infiltration and possible 
control if they seek aid from behind the Iron Curtain. No aid 
program, the size and scope of that of the United States, has 
been offered by any other Western country. 

The Fallacies. The United States had neither need nor motive 
to exert political pressure on Brazil to attain thorium and rare 
eirths. Moreover, the term ‘‘political pressure’ presents seman- 
tical difficulties. Some can interpret those words to mean the 
threat of violence if demands are unmet. At the other extreme, 
some consider the usual methods of negotiating as political pres- 
sure (especially if they oppose the agreement). The charges 
leveled by the anti-United States factions never clearly indicated 
the type of political pressure the United States was supposed to 
have exerted. Although there were some allegations that atomic 
secrets had been used, no precise instance of undue pressure was' 
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presented. The opposition did not have to present facts because 
the charges themselves were adequate to incite much of the 
population and some of its leaders. 

Why should the United States want to place pressure on Brazil 
in particular? Mexico has no atomic agreement of any kind with 
the United States, and yet there is promise of discovering uranium 
in Mexico. Some could retort that Brazil was more vulnerable 
since it exports most of its coffee to the United States. Yet, other 
large exporters to the United States have not signed a joint ex- 
ploration treaty. It is just as probable to discover uranium in 
Venezuela which exports most of its petroleum and iron ore 
to the United States. 

Moreover, the United States does not urgently need Brazil’s 
thorium. It can obtain thorium elsewhere. Since there is no 
advanced reactor design which uses thorium, no large quantities 
are needed. Even the Brazilian newspaper, Correto da Manha, 
acknowledged that the United States had no need for Brazilian 
thorium.** It is certain that the cancellation of the export of 
thorium to the United States caused this country no concern.” 
Only Brazil which had to pay in scarce dollar exchange for 
imported wheat could be called the loser. 

The power bilateral concluded between the United States and 
Brazil in 1957 should eliminate any fear that the United States 
intends to acquire monopolistic control of Brazil’s atomic indus- 
try. The agreements commit the AEC to sell or lease enriched 
uranium to Brazil.*° If Brazil elects to buy enriched fuel, it may 
do so under mutually agreed conditions. If Brazil purchases 
the enriched material, the United States cannot demand its re- 
turn; if the United States cannot demand its return the charges 
of monopolistic control through continued ownership are mean- 
ingless. The United States has made the fuel provisions of the 


23 Correio da Manha, 13 de Junio de 1956, p. 4. 

24 David F. Shaw of the AEC has stated ‘‘The Atomic Energy Com- 
mission’s requirements to date for thorium have been modest, and have 
been met by purchases of by-product thorium salt supplied by processors 
of monazite sands.” He also stated that current goals will be easily met 
and that no further purchase program for thorium is contemplated. 
David F. Shaw, Thorium, Uranium Stockpiling, and Nuclear Fuel (Wash- 
ington: AEC, 1957). This speech delivered on May 18, 1957. 
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power agreements most attractive and designed them to stimulate 
the growth of a domestic atomic industry in Brazil. 


First, the United States agreed that Brazil could retain nuclear 
material produced in fuel elements obtained from the United 
States. This provision makes it possible for Brazil to build up its 
fuel stock with the enriched by-product generated from the fuel 
it receives. Secondly, the agreement provides that the reprocess- 
ing of source or special nuclear material received from the United 
States will be performed either in AEC facilities or facilities 
acceptable to the AEC. Under the provision, Brazil could erect 
reprocessing facilities acceptable to the AEC which would be 
the genesis of an atomic industry in Brazil. The United States 
thus has demonstrated that its atomic policy is not geared toward 
assuming monopolistic control of Brazil's atomic fuel supply and 
toward preventing the growth of a domestic atomic industry. 


There is also no substantiation of the charge that Brazil was 
prevented from purchasing atomic reactors from other suppliers 
by the agreement with the United States. No article of the 1956 
agreement contained such a stipulation. Furthermore, the Bra- 
zilian press reported that the testimony of ex-Foreign Minister, 
Raul Fernandes, before the Brazilian Congressional Investigating 
Committee, emphasized that no United States opposition had been 
raised to the acquisition of atomic reactors from Germany. The 
United States has not attempted to prevent Brazilian purchases 
of equipment from other countries; there is no logical reason 
that it should attempt to prevent the purchase of atomic reactors 
abroad. Thus, by an analysis of the agreement itself and by 
statements of responsible Brazilian officials the charges of the 
ultranationalists and the Communists can be dismissed as malici- 
ous nonsense. United States manufacturers, no doubt, have 
advised potential Brazilian buyers of the advantages of their 


25 See Article VII of the U. S.-Brazilian Bilateral text of the treaty is 
found in U.S. Congress, ‘Civil Uses of Atomic Energy-Agreement for 
Cooperation Between the Government of the United States of America 
and the Government of the United States of Brazil Concerning the Civil 
Uses of Atomic Energy,” Congressional Record, 85th Con., 1st Sess., 
August 1, 1957 (Washington: Government Printing Office, 1957), 
pp. 12062-12064. 
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atomic products, but the United States has neither the right, the 
intention, nor the power to force Brazil, or any other country, 
to buy exclusively from it. 

The charge that the United States intends to prevent the 
growth of domestic atomic industry is equally false. Some of 
the data in this section have already demonstrated this. The fact 
that the United States paid half the cost of a research reactor 
at the University of Sao Paulo and has agreed to provide Brazil 
with specific amounts of U 235 reactor use over a twenty-year 
period is further evidence against the allegation. In addition, 
private initiative is also working to bring atomic industry to 
Brazil. American and Foreign Power is planning to build a 
power reactor in that country. 

The charge that the United States is causing rising radioactive 
dangers in northern Mexico would be ludicrous if it did not deal 
with so serious a situation and was not so completely swallowed 
by the gullible. The atomic tests in question are being conducted 
wholly within United States territory. More important, the 
whole matter of radioactive injury from atomic tests poses a 
highly complex question on which there is no universal agree- 
ment. The United States practices great care to avoid contami- 
nating its own population near the explosions and the Mexicans, 
farther removed, benefit from these precautions. Distortion of 
fact and implied culpability of the United States would only 
be propagandized to smear the reputation of this country. Yet, 
such propaganda is effective in that it appeals to the fear of the 
uninformed with latent hostility against the United States. 

Effect on National Policy. Did extremist opposition seriously 
affect national policy? Opposition per se means little if govern- 
ment actions remain static. Events in Brazil and Mexico indicate 
that agitation did change national atomic policy. Brazil cancelled 
the export of thorium oxide to the United States; Mexico declared 
it would not export fissionable ores if and when they were dis- 
covered. In Brazil, the ultranationalists’ campaign strained 
United States-Brazilian relations. In Mexico, with whom no 
agreement existed and who had nothing to export, agitation 
generated ill will toward the United States. 

Upon closer inspection, the apparent victory in Brazil of the 
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Yankeephobes was much less complete than initially would ap- 
pear. The Brazilian Security Council only recommended the 
cancellation of the thorium for wheat agreement and the sus- 
pension of the joint exploration agreement. Unaffected was 
the research bilateral under which Brazil was to receive enriched 
fuel for a research reactor and $350,000 toward the cost of the 
reactor itself. Nor was the diplomatic slap at the United severe. 
At the time of the Security Council's recommendation of abro- 
gation, no thorium had been shipped to the United States. 


As to the abrogation of the joint-exploration agreement, al- 
though President Kubitschek sanctioned the recommendation, 
the Brazilian Government never acted upon it. Consequently, 
the United States Government never received notice of denuncia- 
tion. The agreement continued in force until it expired in 
August of 1957. A subsequent tentative agreement extended 
its life to December of 1957. In fact the joint search for uranium 
by Brazilian and United States geologists was quietly resumed 
during the latter part of 1956. A uranium reconnaissance agree- 
ment was signed between the two countries providing continua- 
tion of the joint exploration program in early 1958. 

Moreover, Brazilian officials immediately attempted to remove 
any impression that Brazil was instituting an atomic energy pro- 
gram founded on an anti-United States bias. The Brazilian 
Ambassador to the United States, Amaral Peixoto, publicly stated 
that the Brazilian action did not mean a change in the Brazilian 
attitude of cooperation with the United States, but was merely 
undertaken in order to review the basis of the joint programs 
for prospecting and to improve them.” Finance Minister Jose 
Maria Alkmin stated that Brazil’s intentions had been misinter- 
preted and that Brazil was not embarking on an ultranationalistic 
venture.” 

President Kubitschek also gave assurance of the Brazilian 
desire to continue active cooperation with the United States for 
the development of atomic power in Brazil. To complete the 
picture, Brazil subsequently signed the power bilateral (in addi- 


26 Nucleonics, October, 1956, op. cit. 
27 Ibid. 
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tion to the research bilateral which had already been concluded) 
with the United States which will insure her aid and a supply 
of fuel in the development of an atomic industry. Thus, although 
the attack did halt the export of thorium, it had little effect on 
the general and long range atomic relationship between Brazil 
and the United States. The Brazilian Government recognizing 
the popular appeal of Yankeephobia, catered to vocal popular 
pressure enough to placate it, but not enough to jeopardize 
atomic assistance from the United States. It may be assumed 
that agitators will continue to throw roadblocks into the path 
of atomic cooperation with the United States, yet, it is unlikely 
that they can reverse the trend of increasing association. They 
may enjoy more success in preventing the export of atomic ores 
than in halting scientific and financial association. The expand- 
ing list of Latin American countries that are signing atomic bi- 
lateral agreements with the United States demonstrates that no 
matter what may appear currently on the surface, the Yankee 
haters are running against the tide. 

The cause of the ultranationalists will be wrecked upon the 
atomic facts of life. Latin American countries need assistance 
to develop their atomic potential. The United States is in good 
position to render even more assistance than it has already lent. 
At present, the United States offers the most active program and 
the most inducements. Despite all the turmoil caused by the 
opposition, the leaders of Latin America will recognize that the 
policy of the United States is not designed to dominate them or 
achieve atomic monopoly. 

At present, and for some time to come, the United States does 
not urgently need Latin America’s still undiscovered, but sacro- 
sanct atomic raw materials. Further, if commercial quantities 
of uranium are discovered, Latin Americans eventually will 
realize that United States public assistance and private enterprise 
can help them even as it has helped Venezuela in the petroleum 
and iron ore fields. They can do much toward the development 
of nuclear industry with profit to all. 

Yet, in any evaluation of the current atomic situation, due 
consideration must be given to the sensitive characteristic of 
Latin American politics. Responsible leaders recognize the latent 
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hostility to foreign enterprise among large segments of the popu- 
lation. They must also recognize that local politicians take 
advantage of that hostility. Leaders in government, science, 
education, and industry realize that their people must be edu- 
cated to accept foreign assistance without fear. An even more 
difficult task is to convince them that they can benefit by con- 
cluding satisfactory arrangements with the United States and 
its private concerns as well as with other countries of the Free 
World for the export of atomic ores and import of capital, 
equipment and “know-how” to build an indigenous atomic 
industry. 

One of Latin America’s greatest handicaps is the small num- 
ber of individuals of liberal or conservative political faiths who 
recognize that international cooperation would serve the national 
interests of their countries. While the leftists, extreme rightists 
and political opportunists have no exclusive claim to nationalism, 
too few sober Latin Americans advocate nationalism with equity, 
nationalism which not only protects the interests of the nation, 
but encourages those forces which would strengthen it. Basically, 
what is needed is greater political maturity and a constructive 
political approach utilizing all efforts, both public and private, 
domestic and foreign, to the benefit of the nation. Constructive 
nationalism calls for a policy of protection against abuse by 
private and public foreign participation, but not their exclusion. 





Model for Economic Stagnation: 
The Chilean Experience with 


Multiple Exchange Rates 


By Eric N. Baklanoff* 


Enormous attention has been given by academic economists, 
researchers, and policy makers to economic growth of the less 
developed countries in the period since World War II. The 
aspirations of leaders and the people of these countries for accel- 
erated economic progress which has been characterized by the 
phrase, “the revolution of rising expectations,” have played a 
major role in this new orientation in economic thought and ac- 
tion. Another interesting fact is that governments have emerged 
as consciously active agents carrying a heavy responsibility for 
the success or failure of development programs. 

Among Latin American countries, Chile represents an especially 
intriguing case study involving the impact of government policy 
on economic processes and events. The central theme of this 
paper involves an investigation of the role played by Chile’s for- 
eign exchange policy of influencing the allocation of resources 
and the rate of capital formation, and hence, of affecting the 
pace of economic growth. 

Chile’s Economic Condition. If the quantity and quality of a 
country’s resources provide a meaningful index for determining 
a potential for economic development, then Chile, when com- 
pared with many of its sister republics, holds a favorable posi- 
tion. Roughly 80 percent of the adult population is literate and, 
with the exception of Argentina, Chile probably possesses the 


* Professor Baklanoff is in charge of the Program in Foreign Trade and 
International Finance at Louisiana State University. 
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best trained labor force in South America. The heartland of 
Chile enjoys a bracing climate, a light rainfall and is considered 
one of the rich agricultural regions of the world. Moreover, 
the ratio of arable land to population is very favorable. The 
country is generously endowed with mineral resources comprising 
important reserves of copper, sodium nitrate, iron ore, coal, petro- 
leum, manganese, and sulphur. There exists, furthermore, a 
large hydro-electric potential which has been only slightly utilized. 
The population of about seven million persons is racially homog- 
enous and dedicated for the most part to a tradition of democratic 
institutions. 

In view of all these assets, tangible and intangible, Chile's 
rate of economic progress in the years after World War II, when 
compared with Latin America as a whole, has been disappointing. 

While the gross product of Latin America in the period 1945- 
1956 grew at a real annual rate of 6.3 percent in this period, 
Chile’s gross product increased only an annual 2.7 percent.’ Latin 
America’s population in this period increased at a rapid 2.4 per- 
cent annually as compared with Chile’s more modest 1.85 percent. 
From this it is possible to conclude that Chile’s gross product per 
person increased at a rate of something less than one percent 
annually compared with the Latin American increase of roughly 
four percent.’ 


Indeed, roughly a decade after the close of World War II, 
Chile’s economy appeared to be in deep trouble. It was expe- 





‘United Nations, Economic Survey of Latin America, 1956 (preliminary 
draft). 

* According to an earlier estimate of the United Nations (Dept. of 
Economic and Social Affairs) Economic Survey of Latin America, 1954, 
p. 23 during the ten years, 1945-1954, Chile’s gross product increased 
only at the same rate as that of population growth. In consequence, aver- 
age per capita gross product remained constant during the decade. In 
this estimate, it should be noted, the effects of foreign trade were calcu- 
lated on the basis of purchasing- power parity rates in relation to the 
dollar rather than on the basis of effective rates of exchange. Moreover, 
the gross product was measured on the basis of indices of the production 
quantum, by sectors of activity, with 1950 weightings. In view of the 
distortions introduced into a value measurement of the gross product by 
inflation and the complexities of the multiple exchange system, the writer 
considers the United Nations’ method of computaion as the more accurate. 
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riencing the accelerated phase of a protracted and rampant infla- 
tion. Between 1945 and 1955 the cost of living had multiplied 
about 14 times, and Chile’s balance of international payments 
hovered in a chronic state of disequilibrium. Chile, which in the 
inter-war period had been a net agricultural exporting country, 
had become since the 1940's a net agricultural importer. A 
widening agriculture deficit placed pressure on the balance of 
payments; agricultural imports as a percent of total import in- 
creased from eight percent in 1947-1950 to over 25 percent in the 
middle fifties. In the immediate postwar decade, net investment 
in agriculture was apparently negative, and this was no less true 
of such basic ‘‘social overhead capital” as railways, ports, com- 
munications and gas utilities, and private electric service. More- 
over, there was some question whether the long established 
Chilean nitrate industry would survive. While world copper 
production moved ahead at a rapid pace during the postwar 
decade, Chile’s share in world production declined from 20 per- 
cent in 1944 to 13 percent in 1954. 

Lastly, Chile’s economy and government budget have continued 
to be highly dependent on the fortunes of the international cop- 
per market: in brief, Chile failed to take advantage of the excel- 
lent opportunity which emerged during an era of world prosperity 
to diversify its exports. 

The Structure of Chile's Foreign Exchange Controls. Com- 
pared with Chile’s multiple rate structure, Argentina’s more 
publicized foreign exchange system was a model of simplicity. 
Chile’s foreign exchange controls, which were introduced in the 
time of the Great Depression, evolved from a relatively loose 
and simple form into a rigorous and highly complicated system 
which comprised multiple rates of- exchange, absolute quotas, 
and annual exchange budgets. Exchange controls appear to 
have reached their most complex form in 1952; thereafter, they 
were gradually simplified, culminating in the exchange reform of 
April 1956. Without a doubt, these controls operated as a for- 
midable instrument of economic policy. Chile relied heavily on 
quantitative as well as on cost restrictions. 

The Chilean system, with a few minor exceptions, centralized 
all international transactions under the authority of a single offi- 
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TABLE A 
CHILE: RATES OF EXCHANGE 
(as of December 31, 1951; pesos per U.S. dollar) 





19.37 


31.00 


43.00 


50.00 


60.00 


90.00 


BUYING 
(source of exchange) 


Sale of exchange by large 
mining companies (copper 
and iron) to cover local 
currency expenses in the 
country; sale of 2% of pro- 
ceeds of exports of nitrate 
and iodine. 


Liquidation of certain in- 
surance. 


Exports of 1 scrap. 
Certain invisible foreign 
trade items, 


Exports of nitrate and io- 
dine. 


Exports of certain ag. prod- 
ucts (barley, kidney beans, 
timber). Sale of exchange 
by large mining companies 
(copper and iron) to cover 
local currency expenses for 
new investments. 


Designated exports (prod- 
ucts of medium and small 
mining industry, manufac- 
turers, petroleum, certain 
ag. products). (Free Mar- 
ket Rate). 


31.10 


43.10 


50.10 


60.10 


90.20 


SELLING 
(use of exchange) 


Imports of drugs, antibi- 
otics, sugar newsprint, tal- 
low, wheat flour and certain 
government imports. Cer- 
tain invisibles. 


Imports of raw cotton ar- 
ticles and appliances for 
medical and dental use, cer- 
tain imports of public and 
semi-public instiutions. 


Imports of crude oil, gaso- 
line, tea, yerbs mate, paraf- 
fin, antibiotics, kerosene, 
rubber, jute, cellulose, 
ships, etc. Certain invisi- 


bles. 


General import rate. Cer- 
tain foreign-trade invisibles. 


Designated non-essential 
imports. Invisible items not 
authorized at other ex- 
change rates. 


(Table A continued on page 62) 
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BUYING SELLING 
(source of exchange) (use of exchange) 


92.60 Fluctuating Free Market 93.00 Other invisible foreign 
& & 


Rate. Invisibles; recepts on trade items, including tour- 

a/ of capital. ism and private capital 
movements. 

110.00 Export of wine. 110.20 Designated luxury imports. 


(Wine rate). 


135.00 Exports of newly-produced 135.00 Designated luxury imports. 
domestic gold. (Fluctuat- 
ing Gold Market Rate). 


Sources International Monetary Fund, Third Annual Report on Ex- 
change Restrictions (Washington, D. C., 1952). 
Other effective buying rates result from a mixing arrangement applied to 
certain export proceeds combining variable proportions of the 31 and 60 
peso rates. These exports consist of certain agricultural commodities, 
including bran, hides, wax, wool, lentils, frozen meats and chick peas. 


cial board, the Exchange Control Commission whose functions 
in 1942 were absorbed by the National Foreign Trade Council, 
and thus established government domination over the foreign 
exchange market. Control of foreign exchange was accompanied 
by export licensing to safeguard against evasion and import 
licensing to direct the scarce foreign currencies according to a 
set of priorities. After 1931, the system was characterized by 
incerasing proliferation of rates, both on the buying and selling 
side, including “mixing” * rates. Finally, in the case of coun- 
tries with which Chile had concluded clearing or compensation 
agreement, a unique set of exchange rates prevailed for each 
country. 

A striking feature of a multiple or differential exchange rate 
structure is that each rate will become arbitrary in its effect: some 
rates will be undervalued; others will be overvalued with refer- 
ence to the equilibrium * rate providing varying subsidies to im- 


* Mixing rates result from the combination of two or more basic rates 
in varying proportions. 

‘For purposes of this exposition, use will be made of the purchasing- 
power parity concept which provides a rough approximation to the 
equilibrium rate. 
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ports and imposing taxes or penalties of varying severity on 
exports. Thus it was with the Chilean system. 

As of the end of 1951, for example, the multiple exchange 
mechanism in Chile operated with a total of nine buying rates 
and eight selling rates, with wide spreads between them. From 
time to time, in response to changing economic conditions, the 
structure of rates and commodities in each rate category were 
shifted. The situation is summarized in Table A. The buying 
rates derive from the various sources or receipts of exchange; 
the selling rates are applied to various uses or payments. 

A brief review of Chile’s multiple exchange system indicates 
that preferential import rates were applied to imports of basic 
raw materials and fuels in which the country is deficient and 
which are strategically linked with its industrial goals. Prefer- 
ential treatment also was accorded the importation of certain 
basic necessities such as drugs and antibiotics; to sugar, powdered 
milk, wheat flour and to certain government imports. Chilean 
tourists going abroad had to convert into dollars, pounds sterling, 
etc., at relatively unfavorable rates while tourists visiting Chile 
could buy pesos at preferential rates. Designated luxury im- 
ports (generally “non-essential” commodities not produced in 
Chile) entered under penalty rates ranging from the fluctuating 
free market rate to the extremely high gold market rate. The 
large foreign mining companies carried the major burden of the 
system since they were forced to surrender sizable quantities of 
dollars at the rate 19.37 pesos per dollar and lesser penalty 
rates. Exports of wine, and particularly exports of newly-mined 
gold, were subsidized by the government to the degree that the 
relevant rates exceeded the purchasing-power parity rate. Ex- 
porters of designated manufactured goods and of the domestically- 
owned medium and small mines could convert their foreign 
exchange proceeds at the fluctuating free market rate, a rate 
coresponding closely to the purchasing-power parity rate. 

Because the large foreign mining companies have been for- 
eign-exchange earners, they have been able to freely remit inter- 
est, dividends and amortization payments on invested capital 
up to the amount of their exchange receipts not required for 
meeting local operational costs and payment of local taxes. 
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Significantly, all proceeds from the export of copper (even 
when destined to the non-dollar area) have to be received in 
U.S. dollars. 

To the degree that multiple rates reduced the demand for 
some types of imports and other external payments, they oper- 
ated as cost restrictions on exchange transactions. Fluctuating 
exchange rates adjust the demand for foreign exchange to the 
supply available in the partial market, thereby providing auto- 
matically the requisite degree of restrictiveness. The fluctuating 
free market rate and the “wine” and “gold” rates generally 
performed this function. Against a number of luxury goods, 
however, quantitative restrictions were imposed since, even at 
the extreme import penalty rates, the demand for exchange to 
pay for them occasionally exceeded the supply. 

Certainly the bureaucratic apparatus required to administer a 
cumbersome and complex system such as developed in Chile 
could not but produce uncertainty, favoritism, injustice and inefhi- 
ciency. Dr. Jacob Viner cites the difficulties to which such a 
system leads: 

If government regulation of foreign trade goes 
beyond the application of ordinary tariffs the paper 
work mounts: delays in obtaining licensing of allo- 
cations add to the cost of doing business; costly 
ways of escaping the controls are constantly being 
resorted to, and costly ways of preventing such 
escape are introduced by government; the sharp 
wits of the businessmen are directed to negotiating 
with or circumventing the controller, instead of 
being applied to the skilled search for better mar- 
kets, better products, better distribution facilities, 
or better manufacturing processes.° 


Major Objective of Foreign Trade Controls. - Official controls 
affecting international payments were directed to a variety of 
major and minor objectives. Trade restrictions applied in the 
years of the Great Depression were intended to reduce Chile’s 


5 Jacob Viner, International Trade and Economic Development (llli- 
nois: The Free Press, 1952), p. 116. 
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international payments to a level consistent with declining ex- 
change receipts. They served to isolate Chile’s economy suffi- 
ciently to enable the government to pursue an expansionary 
monetary-fiscal policy while at the same time safeguarding the 
country’s hitherto dwindling gold and foreign exchange reserve. 
The application of controls may also have prevented a large-scale 
capital flight induced by foreign investors and domestic residents. 
Toward the latter thirties, and especially after the creation of 
the Government Development Corporation (CORFO) in 1939, 
protection of domestic industries and the fomenting of indus- 
trialization became major objectives toward which foreign ex- 
change policy became oriented. 


In the postwar era the various foreign trade controls, including 
the multiple exchange rates, were once again mobilized to defend 
the balance of payments—to keep a “potential’’ deficit from 
becoming an “‘actual’’ one. Notwithstanding the check imposed 
by rigorous exchange controls, quantitative restrictions, and oc- 
casional piecemeal devaluations, Chile was facing a secular bal- 
ance-of-payments crisis. The culprit, of course, was the rampant 


inflation which, after 1952, accelerated in tempo, culminating in 
a near doubling in the cost of living in 1955. Rather than take 
the highly unpopular “classical medicine’’—appropriate mone- 
tary-fiscal measures—thereby checking the excess demand which 
had been the root cause of trouble, trade controls, periodic de- 
valuations, and occasional compensatory borrowing were adopted 
to give temporary relief. To Chile applied the following com- 
ment made by the Staff of the International Monetary Fund: 

In their efforts to satisfy the competing claims of 

divergent social and economic objectives, many 

countries have adopted economic and monetary 

policies which have meant that they were attempt- 

ing to live beyond their means . . . Measures which 

it is feared will be unpopular are either not taken 

at all or taken only after long delay and then not 

pursued far enough.® 


® International Monetary Fund, Third Annual Report on Exchang: 
Restrictions (Washington, D. C., 1952), pp. 4-5. 
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Since 1956, the Chilean Government has pursued a comprehen- 
sive stabilization program designed in part to eliminate the long- 
lived balance of payments disequilibrium. 

Chile, of course, has also been confronted with temporary 
balance of payments disequilibria associated with the postwar 
recessions of 1948-49, 1953-54, and 1957-58, during which periods 
the price of copper fell considerably. In attempting to counter- 
act these externally induced effects, the Chilean Government 
mobilized its arsenal of quantitative controls to full force. 

Discussion of the other major goals toward which foreign 
exchange controls were directed—(1) provision of revenue for 
the state (2) subsidization of lower-income groups, and (3) the 
promotion of industrialization—are analyzed in the following 
sections. 

The Lagging Agricultural Sector. Exchange policy with re- 
spect to agriculture was oriented primarily toward social wel- 
fare objective rather than output increases. In the wake of 
powerful inflationary pressures throughout the postwar period, 
the government sought to stabilize the major components in the 
cost of living affecting the lower income groups. Prices of a 
large list of agricultural commodities such as wheat, flour, meat, 
beans, butter, sugar and powdered milk were held considerably 
below world market levels by means of official control. Local 
incentives to produce and invest in farming were sharply damp- 
ened. Agricultural output increased only at the annual rate of 
1.6 percent while food consumption increased at the annual rate 
of 2.3 percent in the period 1940-54. A comparison between 
the period 1940-45 and 1951-53 indicates that capital stock per 
worker in agriculture contracted nearly 25 percent while aggre- 
gate capital stock in agriculture declined by 6 percent.’ Chile, 
which had been a net agricultural exporter in the twenties and 
early thirties was converted into a net agricultural importer in 
the forties and fifties. 

The gap between the domestic supply and demand for food 
products at prices below equilibrium was filled by importing a 


7 United Nations Economic Commission for Latin America, Antece- 
dentes Sobre el Desarollo de la Economia Chilena, 1925-1952 (Santiago, 
Chile: Editorial del Pacifico, 1954), pp. 65-66. 
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growing volume of these commodities at highly preferential 
rates of exchange. In effect, a considerable subsidy was granted 
to importers of food products. Moreover, to prevent the export 
of agricultural commodities out of Chile into the higher-priced 
world markets, the government applied either outright export 
embargos or penalty rates of exchange on those commodities 
which were allowed to leave Chile. 

For a long time Chile had imported wheat from 

Argentina at such a low price that production of 

wheat in Chile was practically smothered. The same 

is true with respect to meat, although to a lesser 

degree. With consolidation and liberation of ex- 

change rates, many people were surprised to en- 

counter that the domestic production is now very 

able to compete against the production of Argen- 

tina, since, because of the extended experience 

with subsidized imports, they acquired the impres- 

sion that the Argentine products were actually 

cheaper than the Chilean ones.* 


About one-sixth of Chile’s supply of foreign exchange was uti- 
lized in the period 1951-1954 in acquiring agricultural com- 
modities which Chile was quite capable of producing economically. 
In conclusion, price control on agricultural commodities com- 
bined with foreign exchange subsidies reduced the output of 
Chile’s farms far below the country’s capacity to supply these 
commodities economically. It is informative to note that very 
much the same pattern of official controls with respect to agri- 
culture prevailed in the countries bordering Chile: Argentina, 
Bolivia, and Peru. Although the following statement was applied 
to Argentina, it fits equally well the situation that prevailed in 
Chile in the immediate postwar decade: “Yet this unique resource 
(the land) has been allowed to vegetate for over a decade while 
experiments in industrialization, controlled farm marketing, and 
unrealistic exchange rates hammered away at farm profits.” ° 


® Arnold Harberger, Memorandum on Chile (an unpublished paper, 
1956). 

® Chase-Manhattan Bank, Latin American Business Highlights, Vol. 8, 
No. 3, Third Quarter, 1958, p. 5. , 
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Crisis in the Mineral Export Sector: Copper. The multiple 
exchange system inhibited the very export industries in which 
Chile traditionally has had a comparative advantage. Roughly 
three-fourths of the country’s gross export receipts are attributed 
to the operations of the large foreign-owned mining companies 
engaged in the extraction of copper and nitrate. Copper alone 
furnishes Chile with between 50 and 60 percent of its foreign 
income and nearly 10 percent of its gross product. 

The large foreign-owned copper and nitrate companies were 
obliged to surrender to the government foreign exchange receipts 
at penalty rates to cover their local costs of operation and expand- 
ing capital investments. The net effect of this was to appreci- 
ably raise their costs of production in dollars, lower their profits, 
reduce the size of the labor force, and inhibit the incentives 
to engage in mineral exploration and capital expansion. 


In response to the rapid rise in the price of copper in the 
postwar era, reflecting a rapidly expanding market for the red 
metal, world copper production, excluding Latin America, in- 
creased at an annual rate of 6.3 percent in the period 1945-1955."° 
By contrast, Chile’s output of copper fell from a high of 540,000 
short tons in 1944 to a low of 400,000 short tons in 1954; the 
country’s share in world copper production fell from 19.7 per- 
cent in 1944 to 12.9 percent in 1954.” 

The Chilean copper industry was marching rapidly 
toward its own destruction and it was clearly indi- 
cated that in the not too distant future, the coun- 
try would face a general economic crisis resulting 
from the drastic reduction in foreign exchange 
income.*” 

Government taxation, exchange, penalties, and official control 
of sales provided an economic environment Which led to con- 


1° Francis Masson, “The Postwar Setting of Mining Enterprise in Latin 
America, 1945-1955” (a preliminary paper of the Economic Commission 
for Latin America). 

11 Banco Central de Chile, Balance de Pagos, 1955 (Santiago, 1956, 
. 45.) 
F 12 “Gracias a la Nueva Legislacion’’, Boletin de la Sociedad Cientifica 
de Chile (Santiago, Chile, 1956) no. 5. 





MULTIPLE EXCHANGE RATES 69 


traction in copper output and exports. Apparently it was taken 
for granted by important segments of the population and the 
government, that the foreign-owned copper companies in Chile 
constituted an inexhaustible source from which taxes could be 
extracted without seriously affecting output and investment. 
Very possibly, the high taxes applied were in some measure a 
reaction aaginst the relatively small benefit which actually ac- 
crued to Chile from the value of copper exports in the decade 
of the twenties. Certainly, in former periods, the share of the 
value of copper exports which was incorporated (the so-called 
“returned values’) into the Chilean economy was actually very 
small: only 30 percent, for example, in 1929 compared with 
70-80 percent in recent years." 

In the early nineteen-fifties, taxes (including hidden taxes) 
levied on the foreign owned copper companies exceeded 80 
percent of net profits and constituted the highest tax imposed 
on the mining industry anywhere in the world.** The incidence 
of these measures on costs of the copper companies logically 
resulted in their increasing investments in marginal mines in the 
United States rather than in Chile. A most important component 
in aggregate taxes was an implicit or hidden levy on the cost 
of production, representing the difference between the price at 
which the Chilean Treasury purchased dollars from the copper 
companies and the resale price. Theoretically it would more 
adequately represent the difference between the official purchase 
rate and the purchasing-power parity rate. More of this later. 


The sales of foreign exchange (which had to take the form 
of dollars) to the Treasury may be considered roughly equal to 
the copper companies’ local expenditures for wages, social secu- 
rity payment, salaries and supplies connected with mining opera- 
tions. Between 1935 and 1951, the purchase rate (the so-called 
“returned value rate”) was frozen at 19.37 pesos per dollar; 
thereafter, it was applied to only part of the purchases. The 
average rates were 23 pesos for 1952, 34 pesos for 1953, and 62 


18 United Nations, Economic Survey of Latin America, 1955, p. 171. 
14 Saul Arriola (from text of a talk delivered to the International 
Rotary Club, Santiago, Chile, Jan. 19, 1955). 
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pesos for 1954. In the post-war years the exchange rates pre- 
vailing for the greatbulk of imports rose rapidly, reflecting the 
continuous depreciation of the peso; by contrast, the “returned 
value rate’ became increasingly arbitrary. ‘‘Basically, it was 
nothing more than a hidden tax on the cost of production in- 
ternally, whose yield kept rising with the growth of inflation, 
affecting the peso expenditures of the companies, which were 
obliged to return a greater proportion of value from their export 
sales." *° The penalty rate of 19.37 pesos per dollar should be 
contrasted with the general import rate of 60 pesos per dollar 
in 1951 and with the calculated purchasing-power parity rate 
of 96.6 pesos ** per dollar for the same year. Clearly then, the 
forced surrender of copper dollars at this fictitious rate to the 
government carried with it an implicit tax on the local cost of 
production amounting to roughly 80 percent and constituted a 
penalty on labor utilization and on purchases effected by the 
companies in Chile. Between 1945 and 1954, for example, em- 
ployment in the foreign-owned mines declined from 17,500 
workers to 11,000 workers. 


Under 1952 conditions (a year when the foreign-owned copper 
industry worked at only a percentage of its capacity) the aver- 
age production costs were estimated by the United Nations, as 
follows: ** 


Hypothetical 
exchange rates United States cents 
(pesos per dollar) per pound of copper 
19.37 21.6 
50.00 14.2 
100.00 11.8 
150.00 9.4 


15 Instituto de Economia, Desarrollo Economico de Chile, 1940-1956 
(Santiago, Chile: Editorial del Pacifico, 1957), p. 185. 

16 United Nations, Economic Bulletin for Latin America “Some As- 
pects of the Inflationary Process in Chile,’ Santiago, Chile, 1956, Vol. 1, 
No. 1, p. 52. 

17 United Nations, Economic Survey of Latin America, 1953, p. 187. 
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In view of a more realistic exchange rate of 115 pesos per dollar, 
as determined by the purchasing-power parity formula, the appli- 
cation of the 19.37 penalty rate converted Chile from one of 
the lowest-cost copper producers (in U.S. dollars) to one of the 
highest-cost producers in the world! 

The rapidly rising prices paid for copper in the years after 
World War II were not allowed to act as a stimulant to produc- 
tion and expansion in the Chilean industry. Rather, through 
application of the “returned value” rate of exchange of 19.37 
pesos per dollar and the so-called “‘overprice’” tax the government 
systematically succeeded in appropriating the increments in the 
value of copper exports: in effect, what took place was a transfer 
of income of considerable magnitude from the foreign-owned 
copper mining industry to other sectors of the economy. 

While, on the one hand, the government derived a growing 
share of revenue from the foreign copper companies through its 
exchange and tax policy, these very measures over a number of 
years, served to contract the essential base on which the taxes 
were applied: the policy was inherently self-defeating. 

To comprehend better the magnitude of resource shifting that 
took place between the foreign-owned copper mining industry 
and other sectors, one should be aware of the enormous discrep- 
ancy in productivity that prevailed between the large copper com- 
panies and other economic sectors. In the period 1950-1954, 
average productivity in the export sector of the foreign-owned 
copper mining industry was 

. eleven times greater than that of the economy 
as a whole, about thirteen times that of industry 
and almost twenty times that of agriculture. In 
these great disparities lies the fundamental reason 
why copper plays such an import role in the Chilean 
economy.”* 


In the period 1950-1954, the large copper companies provided 
the Chilean Treasury with about 30 percent of aggregate tax 


18 United Nations, Economic Bulletin for Latin America, “Some As- 


pects of the Inflationary Process in Chile’ (Santiago, Chile, 1956) Vol. 1 
No. 1, p. 46. 
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receipts from all sources. However, less than one-third of this 
copper income was absorbed by the public sector itself; the 
remainder was utilized, through the use of preferential rates of 
exchange, to subsidize a large list of imports the government 
favored for one reason or another. Out of total government 
expenditures in 1952, for example, exchange rate subsidies 
reached the extraordinary figure of 26.4 percent. Revenue appro- 
priated from the foreign-owned copper companies was applied 
to the subsidization of imports as shown by the following data 
covering the period 1950-1953: * 


Exchange rate subsidy 
a5 a percentage of import price 


Consumer goods 47.1 
Raw materials 38.1 
Fuels 41.4 
Capital goods 24.3 


The above figures indicate that consumer goods receive the 
highest exchange subsidy which was equal to almost one-half 
of the import price. Since consumer goods made up nearly 30 
percent of all imports in that period and real public investment 
failed to rise, it appears that the growing export proceeds from 
copper which were surrendered to the government were, to an 
important degree, dissipated on current consumption. The Gov- 
ernment failed to realize the opportunity of channeling the grow- 
ing dollar receipts from copper into capital formation. With 
regard to the principle of government taxing away increments 
in export proceeds (due to the terms of trade effect), Nurkse 
makes the following comment which is especially applicable to 
Chile: 

It is a very effective method but, in my opinion, 
rather unfair. Why penalize particularly the pro- 
ducers of export commodities, The supply of 


19 United Nations, “Some Aspects . . .,” Ibid., p. 49, table 5. (The 
subsidized imports comprise more than 85 percent of total imports exclu- 
sive of imports effected by the large copper-mining companies with their 
own foreign exchange.) 
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these commodities may remain unchanged in the 
short run, but before very long the producers are 
likely to turn away to other lines of production. 
Serious damage may be thus inflicted upon a coun- 
trys most efficient source of foreign exchange.” 


The critical situation involving the status of the large foreign- 
owned copper companies was reversed by the passage of the 
law of “New Treatment” in May, 1955. The legislation, so 
instrumental in reviving the industry, places primary emphasis 
on profit taxes and provides genuine incentives for the expansion 
of output. In place of a penalty rate of exchange, the new legis- 
lation specifically provides that the large copper companies will 
liquidate their dollars at the free banking rate of exchange. 

Crisis in the Mineral Export Sector: Nitrate. It has been said 
that Chile’s nitrate industry had to defend itself on two fronts— 
at home and abroad. Until very recently, official exchange policy 
served to hinder rather than aid the industry in its drive to solve 
the fundamental problem of lowering costs and thereby main- 
tain its competitive position against world-wide encroachment 
by the synthetic product. The situation in the Chilean nitrate 
industry before 1956 was indeed bleak. 

The Chilean Government through the use of penalty rate of 
exchange siphoned off a large proportion of the industry's earn- 
ings. This form of discrimination deprived the industry of the 
resources for carrying out crucial modernization plans which were 
imperatively needed if the industry was to survive. Thus the 
Chilean Nitrate industry was left ‘. . . facing the unprecedented 
competition from all over the world with obsolete and inadequate 
producing facilities and delayed development projects.” *' Ex- 
change discrimination aaginst the nitrate producers was less 
severe than that imposed on the large copper companies. 

The importance of the nitrate industry in terms of productivity 
and as a source of foreign exchange income cannot be compared 


*» Ragnar Nurkse, Problems of Capital Formation in Underdeveloped 
Countries (Oxford: Basil Blackwell, 1953), p. 99. 

21 United States Congress, Senate, Committee on Banking and Cur- 
rency, Study of Latin American Countries (83 Cong., 2nd Session, 1954, 
Report 1082), p. 49. 
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with that of the foreign-owned copper mining industry. From 
the standpoint of numbers employed in the northern provinces, 
however, it is of considerable significance. It is estimated that 
some 30,000 men would have lost their jobs if the nitrate industry 
had failed. They and their families would have been displaced 
to other parts of Chile. 

It would have meant making virtual ghost towns 

out of the ports of Iquique, population 40,000, 

Tocopilla, population 20,000, Taltal, population 

6,000 and would reduce the port of Antofagasta 

very materially as well.” 

Out of these extreme difficulties facing the nitrate industry 
came an agreement between the government and the foreign- 
owned firms which was concluded in December 10, 1954 and 
finally approved by the Chilean Congress in 1956. As a result 
of this legislation (the so-called Nitrate Referendum) the penalty 
exchange rate was abandoned and the foreign-owned producing 
companies now benefit from the use of the free banking rate of 
exchange (the rate applicable to all other exports). 

Industrialization. Chile's official policy of economic isolation, 
characterized by the expression, desarrollo hacia dentro (roughly 
translated as development within) was born in the turbulent days 
of the Great Depression, became reinforced during World 
War II, and emerged in the postwar period with sustained vigor. 
With the collapse of world mineral markets during the depression 
and the drying up of foreign capital flows, Chile’s exposed econ- 
omy was jolted to the foundations. According to the League of 
Nations, Chile’s international trade in 1929-1932 suffered the 
most severe contraction of all nations surveyed. The economic 
crisis, outwardly induced, was transmitted to the domestic econ- 
omy in the form of unemployment, underemployment and a 
sharp fall in national income. Moreover, these economic effects 
were accompanied by a great deal of political turmoil and 
social unrest. 

The policy of economic isolation became increasingly identi- 
fied with a goal of rapid industrialization. New government 


22 United States Congress, Senate, Ibid., p. 194. 





— SS FTF © 


MULTIPLE EXCHANGE RATES TD 


agencies were created to stimulate industrial development, fore- 
most among which is the Development Corporation (CORFO) 
organized in 1939. Foreign trade controls which were initially 
applied as uncomplicated emergency measures in the Great De- 
pression evolved into highly complex and rigorous instruments 
of economic policy. 

The multiple exchange system together with import licensing, 
outright prohibitions, and the tariff, served as an instrument to 
concentrate resources in manufacturing industry as part of the 
broad policy of ‘‘development within”. Sheltered from the com- 
petition of imports, investment in manufacturing expanded rap- 
idly from the thirties onward. Furthermore, costs in the 
manufacturing sector were held down artificially through the 
foreign exchange subsidies applied to raw materials and fuels 
(roughly 40 percent of import prices) and to capital goods 
(which averaged nearly one-fourth of import prices). This 
was made possible, as shown before, by the appropriation of 
income from the foreign-owned copper companies. Generally, 
less effort was made in facilitating the importation of machinery 
and equipment for agricultural use than for industrial use. 

Increases and variations in the composition of the gross prod- 
uct are closely associated with the changing structure of a 
nation’s capital stock. Chile’s capital stock (in pesos of 1950 
purchasing power) increased from an average 234 billion pesos 
in the period 1940-1945 to an average 294 billion pesos in the 
period 1951-1953 which indicates a real growth of 25 percent 
(see Table B). 

Within the aggregate capital structure, the various sectors 
showed highly differentiated rates of change. A very significant 
increase of capital stock in industry of 66 percent should be 
compared with an actual decline of 6 percent in agriculture, a 
net depreciation of capital in that important sector. Industry's 
relative share in aggregate capital stock increased from 17.4 
percent to 23.1 percent while the agricultural sector's share fell 
from 19.3 percent to 14.4 percent. In the mining sector, the 
capital stock increased by 11 percent; however, the share of the 
mining sector in the aggregate capital decreased from 4.7 to 
4.2 percent. 
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TABLE B 


CHILE: CAPITAL STRUCTURE BY. SECTORS 
ANNUAL AVERAGES BY PERIODS 
(billions of pesos, 1950 prices) 


Sector 1940-1945 1951-1953 Percentage 
Urban Property 57.3 60.0 4.7 
Agriculture 45.2 42.2 — 6.3 
Industry 40.9 67.7 65.5 
Transport and public 

utilities 40.8 56.1 37.3 
Public works and fiscal 

institutions 34.8 48.1 38.3 
Mining 11.0 12.2 11.2 
Commerce and finance 4.1 7.0 76.6 


Total 234.1 293.6 25.4 


Source: United Nations, Economic Commission for Latin America, 
Antecedentes Sobre el Desarrollo de la Economia Chilena, 1925- 
52, (Santiago, Chile: Editorial del Pacifico, 1954) table 20, 
p- 65. 


Another meaningful index of capital adequacy is one which 
relates changes in capital stock to increases in the working popu- 
lation. These changes are brought out in Table C. A comparison 
of total capital stock per worker between 1940-1945 and 1951- 
1953 indicates a very unfavorable situation: the failure of aggre- 
gate capital stock to expand with the working population is an 
important reason for stagnation in labor productivity. 

The category industry and construction, showed the most not- 
able increase (26 percent in capital stock per worker because 
of the Government’s positive promotion of manufacturing. A 
growth of capital stock per worker in mining (15 percent) re- 
flects the combined effect of a minor increase in aggregate capital 
and a contraction of employment in that sector. The contraction 
of capital stock per worker in agriculture of nearly one-fourth 
represents an unfavorable condition of serious proportions. 
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TABLE C 


CAPITAL STOCK PER WORKER 
(thousands of pesos, 1950 prices) 


1940-1945 1951-1953 Percentage 
Change 
Agriculture 69.0 52.8 —23.5 
Mining 116.2 133.4 14.8 
Industry and 
Construction 108.5 136.9 26.2 
Services 184.8 167.3 — 9.5 


125.2 121.7 — 28 










Total 




















Source: United Nations, Economic Commission for Latin America, 
Antecedentes Sobre el Desarrollo de la Economia Chilena, 
1925-1952 (Santiago, Chile: Editorial del Pacifico, 1954) p. 
66, table 21. 





Finally, although the total capital stock in the services sector 
grew by 25 percent, capital stock per worker in that sector fell 
10 percent because of the rapid growth of employment in that 
activity. 

Significant changes also took place in the occupational struc- 
ture of the working population. Between 1940 and 1952, when 
Chile’s labor force increased at an average yearly rate of 2.5 
percent, much higher rates occurred in personal services (4.2 
percent), public administration (3.9 percent), and in the cate- 
gory of industry, building, commerce and transport (3.1 percent). 
An inadequate rate of capital formation has been largely respon- 
sible for a higher rate of absorption of individuals into the 
personal (including domestic servants) and public services cate- 
gories. The United Nations observed that: “That part of the 
population, especially the middle class, which cannot find pro- 
ductive occupation in private economic activities, exerts a con- 
stant pressure on the public sector which, therefore, by force 
of circumstances, must fulfill a role of absorption of no minor 
social significance.” ** In agriculture the active population in- 











23 United Nations Economic Survey of Latin America, 1954, p- 27. 
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creased only at the average rate of 1.1 percent per year and 
in mining an annual decline of 0.6 percent took place.** It is 
also meaningful to differentiate the labor force by primary, sec- 
ondary and tertiary activities as outlined in the figures below:*° 


( percentages) 
1930 1952 
Primary activities 44.5 36.1 
Secondary activities 20.0 24.6 
Tertiary activities 35.5 39.3 


100.0 100.0 


The relative shift of labor from primary activities into secondary 
and tertiary activities would normally be asociated with a healthy 
dynamic economy. In Chile’s case, however, the conclusion 
drawn as indicated must be otherwise. 


The government’s conscious policy decision to transform *° 
the Chilean economy apparently was prompted by a basic fallacy 
which lies in the syllogism: Countries with a high proportion 
of secondary to primary industries have high living standards; 
therefore, by increasing the proportion of secondary production, 
living standards can be raised.** To arbitrarily cause the transfer 
of workers from agriculture and mining to manufacturing indus- 
try while simultaneously discouraging (through official meas- 
ures) capital investment in agriculture and mining is to court 
economic chaos. 

The Rate of Capital Formation. Chile’s rate of gross capital 
formation (investment) declined from 16 percent in the period 


24 United Nations, Ibid., table 14. 

*5 Based on data presented in Economic Survey of Latin America, 1954 
p. 28. Primary activities comprise agriculture and mining; secondary 
activities comprise industry and construction; and tertiary activities include 
gas, transportation, commerce and finance, and other services. 

*6 The term is used to mean the redistribution of manpower and capital 
among economic sectors including changes in exports and imports in 
relation to domestic industry. See Charles P. Kindleberger, Economic 
Development (New York: McGraw-Hill, 1958), p. 109. 

*7 See Mikesell, Raymond, Foreign Exchange in the Postwar World 
(New York: The Twentieth Century Fund, 1954) p. 447. 
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1925-1929 to something less than 12 percent in the period 1951- 
1953. Investment per capita, expressed in pesos of 1950 pur- 
chasing power, declined from 4,000 pesos to 2,800 pesos between 
the periods which indicates an average annual decline of 0.6 
percent. 

Because economic development in Chile, as in other less-devel- 
oped countries, is imitative to a considerable degree, there is a 
very close relationship between the rate of capital formation and 
the importation of capital goods. The country’s economic ex- 
pansion is closely associated with capital equipment and machin- 
ery imports in the present stage of development. The share of 
imported capital goods in the composition of Chile’s aggregate 
capital investment has been very considerable (see Table D.) 
During the war years, imported capital goods of all types com- 
prised only one-third of total investment due to the restriction 
placed on capital goods exports by the United States. In the 
postwar period, however, of every dollar invested in Chile, 
about 60 cents has been used in the purchase of imported capital 
goods. Because substitution for home-produced producers’ equip- 
ment and machinery (although increasing) is still in a rudimen- 
tary stage in Chile, almost 90 percent of aggregate investment 
in equipment and machinery is represented by imports.” 

To further analyze this relationship, the writer constructed 
an index of capital equipment imports as shown below: *° 


CAPITAL EQUIPMENT IMPORTS 
(average annual) 


1925-1930 1949-1952 
Total 100% 86% 
Per Worker 100% 52% 







28 Instituto de Economia de la Universidad de Chile, Desarrollo Econ- 
omico de Chile, 1940-1956 (Santiago, Chile: Editorial del Pacifico, 
1957), p. 69. 

9 Adapted from raw data received from the Statistical Section, Eco- 
nomic Commission for Latin America. Capital equipment imports in- 
clude transportation, agricultural, industrial, mining and office equipment. 
The increase in employment was estimated as 37 percent between the 
two periods. 
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The heavy contraction of nearly one-half in capital equipment 
imports per worker, as indicated above, suggests one plausible 
explanation for the low rate of capital formation and the result- 
ant slow expansion of gross output. 

Three major factors accounted for the deterioration in Chile's 
capacity to import capital goods between the twenties and the 
early fifties: (1) a secular weakening in the terms of trade 
caused by the nitrate situation; (2) stagnation in export volume; 
and (3) due to the output lag in the agricultural sector, a grow- 
ing share of the country’s foreign exchange income was tied up 
in providing food imports. Chilean official policy could do little 
about the terms of trade; however, the government must be 
called to task for its role in creating conditions two and three. 


TABLE D 


CAPITAL GOODS IMPORTS AS A PERCENTAGE 
OF TOTAL INVESTMENT 

Periods Percent 
1925-1929 47.9 
1930-1933 44.6 
1934-1939 39.8 
1940-1945 33.0 
1946-1950 57.6 
1951-1953 61.3 

Source: United Nations Economic Commission for Latin America, 
Antecedentes Sobre el Desarrollo de la Economia Chilena 1925-1952 
(Santiago, Chile: Editorial del Pacifico, S. A., 1954, Table 26 p. 76. 

Note: These figures have been evaluated in accordance with the pur- 
chasing-power parity formula. (See Economic Survey of Latin America, 
1951-1952, final note in Chapter I.) 

According to estimates of the Development Corporation, the 
rate of gross capital formation averaged ohly 10.3 percent of 
gross national product in the years 1940-1954.*° If one accepts 
CORFO’s estimated capital output coefficient of 2.3 (that is, that 
2.3 units of capital are required to obtain one unit of product) 
and a depreciation rate of roughly 2.5 percent (about 6.3 per- 


8° Corporacion de Fomento de la Produccion, Cuentas Nacionales de 
Chile, 1940-1954 (Santiago, Chile; Editorial del Pacifico, 1957), p. 28. 
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cent of gross national product), then the rate of gross capital 
formation prevailing in recent years is hardly sufficient to main- 
tain constant the standard of living if one takes into account a 
2 percent annual increment in population. If capital formation 
designed to take care of depreciation (6.3 percent) is deducted 
from total capital formation (10.3), only 4 percent is available 
for net formation of capital. It would appear that to achieve 
a continuous increase in output per capita of 2 percent in Chile, 
a minimum rate of net capital formation of 9.2 percent or a 
gross rate of 15.5 percent would be required. 

The foregoing analysis suggests that if Chile is to attain an 
adequate rate of growth, the country would need to convert 
from a 4 percent to a 9 percent net saver. The disparity between 
these two rates is an indicator of the efforts which the country 
must put forth if it is to achieve an economic “breakthrough”. 
All efforts to increase the investment rate will be reflected at 
once in a marked increase in imports. Hence, the close link 
between the rate of investment and the capacity to import. 


The.New Economic Policy and Prospects for Growth. For- 


tunately, in the very recent past, there has been a major policy 
shift which is still in the process of crystallization. Essentially, 
the emerging orientation is toward giving freer play to market 
forces and toward disentangling the irrational network of gov- 
ernment controls which had been built into the economy. The 
policy shift is reflected in a number of concrete measures includ- 
ing the Stabilization Program, the Exchange Reform of April, 
1956 (in which the multiple exchange system and import licens- 
ing were scuttled), the ‘New Treatment” Copper Law, the 
Nitrate Referendum, and the elimination of price control for 
agricultural products. 

In response to an improving economic climate in Chile, new 
foreign capital is flowing into the country with present commit- 
ments exceeding $320 million. Most prominent of these are 
the investments currently being carried out by the large foreign- 
owned copper companies estimated at $155 million which are 
expected to increase by over one-third Chile’s capacity to produce 
copper. Largely as a consequence of the exchange reform, wheat 





82 INTER-AMERICAN ECONOMIC AFFAIRS 


and other grains will be available for export for the first time 
in many years.” 

In order to reduce the impact of fluctuations in world copper 
markets on the domestic economy, the diversification of Chile’s 
export base merits the highest priority. The results of market 
analyses are exceedingly encouraging. The outstanding export 
opportunity lies in a potential pulp and paper industry which 
would provide Chile with a new source of net foreign exchange 
second only to copper.** A comprehensive agricultural develop- 
ment program presents in Chile a most promising area in which 
import substitution (foreign exchange saving) can proceed eco- 
nomically. Positive encouragement to farm output is being 
given by the government-sponsored Agricultural and Transpor- 
tation Plan which gives priority to the creation of basic facilities 
including access roads, irrigation works, marketing institutions, 
and agrcultural experimental and extension services. Another 
favorable prospect for increasing productivity may be found in 
the operation of the Pacific Steel Company’s integrated steel mill 
located near Concepcion, the country’s second industrial city. 
Upon termination of the expansion and modernization stages in 
the early nineteen-sixties, the Company is expected to sell its 
products in the internal market at prices not exceeding the CIF 
cost of the imported products, thus making tariff protection 
unnecessary. 

To conclude: Many of the preconditions for Chile’s economic 
break-through have been substantially created. To overcome the 
low-level deadlock on output and markets, a sustained effort is 
required to broaden markets in whatever direction such extension 
is feasible. 


31 Chase-Manhattan Bank, Latin American Business Highlights, Vol. 8, 
No. 3, Third Quarter, 1958, p. 7. 

32 This information is based on data received by the writer from Mr. 
Arne Sunderlin, Chief of the Pulp and Paper, Advisory Group for 
Latin America. 





Books in Review 


Sense —and nonsense ? — on Inter-American 


A ffairs 
By J. Fred Rippy* 


Dr. W. S. Woytinsky, a ripe scholar just entering his 74th year, has 
recently published a long article on “The United States and Latin Amer- 
ica’s Economy,” based upon official printed sources and a tour of several 
weeks in the region. Born in Russia in 1885, Dr. Woytinsky fled to 
Germany in 1922 and resided there and in Switzerland until 1935, when 
he migrated to the United States and soon found employment in our 
government. Since 1947 he has held the posts of research professor 
of economics in Johns Hopkins University and research director of the 
Twentieth Century Fund. Labor and social security have been his major 
interests. He visited South Asia before he made his study-tour of Latin 
America. Recommending him highly, his publishers assert (p. 4) that 
he “‘has been one of the leading economists of the Western world for 
nearly four decades.” 

Regarding Latin America in general, Dr. Woytinsky writes (pp. 6-8): 

“The poverty of the people is hidden behind the glittering facade of 
magnificent Latin American cities. . . . To appraise the depth of poverty 
in Latin America one does not have to go to remote villages in the 
uplands of the Andes or in the jungles of the upper Amazon. Some- 
times not far from the capital{s}, poverty-stricken villages hang on 
rocky slopes along a verdent valley dominated by proud castle-like man- 
sions; sometimes they are lost in swamps between fertile hills where 
orchards and gardens surround lovely haciendas. 

“Many cities are encircled by indescribable slums. Around Buenos 
Aires, the slums are separated from the city by a fortress-like wall. . . . In 
the northwest part of South America—Colombia, Ecuador, Peru and 
Bolivia—misery overflows into the central parts of the cities from adja- 


* The United States and Latin America’s Economy, by W. S. Woy- 
tinsky, The New Leader, November 2, 1958 and reprinted as a booklet 
by Tamiment Institute. 
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cent markets and streets, where Indians in rags trot with heavy loads 
on their shoulders and women carry their children like bundles of 
potatoes... . 

“. . . What is characteristic of Latin America is not low average 
income . . . but extreme contrasts in the distribution of the social product 
among different groups of the population. . . . Generally, rich people 
in Latin America enjoy about the same comforts as the rich in the 
United States. If they have less cash, they employ more servants. 

“In brief, Latin America today is neither ‘poor’ nor ‘underdeveloped.’ 
Rather, it should be described as an unevenly developed area, with the 
villages lagging far behind the cities. The difference in the description 
suggests different approaches to the fundamental problem which the 
area is facing. If it were an undeveloped area, . . . its immediate 
task would be to develop all sectors of the economy, without giving 
particular priority to any one of them. . . . But, since the present 
characteristic of Latin America is the striking contrast between abund- 
ance and poverty, its most urgent task is to reduce this contrast by 
stimulating the most backward sectors of its economy.” 

In this long passage I find more sense than nonsense. Yet I cannot 
avoid remarking that Latin America is characterized by both low average 
income and extreme contrasts in income distribution. Nor can I resist 


asking whether exclusive concentration on the backward sectors of its 
various economies would be more successful than placing a measure of 
emphasis upon the most progressive scetors, since some attention to these 
might provide more income for possible stimulation of the retarded 
sectors. 


Continuing his argument (pp. 10-11), Dr. Woytinsky notes the gen- 
eral belief among Latin-American leaders that “in order to catch up with 
the more prosperous powers, their countries must start to run before 
they have learned to walk’’; remarks that ‘‘most of them have learned to 
process the staple articles consumed by the masses of their population’; 
observes that what they “‘lack are factories to produce the finer articles 
which only the wealthy minority of their people can afford, and the 
mills to produce machinery for such factories’; arfd then states a two- 
fold conclusion: (1) that this lack of factories may indeed be a “gap 
in their economic system, but it is by no means as serious as the back- 
wardness of local agriculture and the misery of the villages’; and (2) 
that the Latin-American countries have not been very successful in the 
manufacture of finished products for their wealthy classes. 


On this subject of processing and manufacturing at least three queries 
may be raised: Who owns and operates these processing establishments ? 
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Are not a good many of Latin America’s food and raw materials still 
processed abroad? Does this region not have a large number of small 
plants which are turning out, though rather inefficiently, a considerable 
quantity of finished products for the masses? 

Dr. Woytinsky contrasts (pp. 12-15) the colonial heritages and _pat- 
terns of value of Anglo-Saxon and Spanish America )omitting, perhaps 
inadvertently, Portuguese America), introducing the subject with the 
doubtful assertion that the Spanish colonies were ‘‘economically far 
ahead of the British colonies,’ and completely ignoring differences 
in chronology, climate, and natural resources. Nevertheless, his des- 
cription of the contrast deserves quotation: ‘The British colonies of the 
North were founded by settlers who came to the New World from 
England and other parts of Northwestern Europe in search of a place 
to live, relying on their own efforts.” Here I ask what the Spaniards 
who came to the New World were in search of and upon whose 
efforts they relied. Did he forget to describe them as mere adventurers 
after the custom of many historians? Dr. Woytinsky fails to point up 
the nature of this contrast, fails to note the presence of Negro slaves 
and indentured servants in the English colonies, and ignores contrasting 
conditions in the countries whence the two streams of immigrants came. 
Continuing his story of the contrast, he writes of the English settlers: 

“Once free from foreign tutelage, responding to the challenge of 
the austere environment, they established an essentially plebeian society 
on virgin soil. . . . Special privileges for the rich were not completely 
abolished but were checked in time by the people, and opportunity for 
all was protected by law and custom. Whatever the flaws in the gov- 
ernment of the two nations {Canada and the United States}, they main- 
tained the spirit of hard work and a relentless drive for improvement 
in the people.” 

I wonder which is more austere—or formidable—the Temperate or 
the Torrid Zone. But let Dr. Woytinsky continue: 

“In contrast, the wars for independence in Latin America were essen- 
tially revolts of . . . Creole ruling classes against the appointees of 
the Spanish Crown . . . Some leaders of the independence movement 
were open to the liberal ideas of their time, but most of them had no 
quarrel with the colonial socio-economic system. The Spanish triad— 


1 Even the oldest of the British colonies in North America were ruled 
by England for only some 160 years, while the Spanish colonies were 
dominated by Spain for 300 years, and longer in a few cases. This is 
a point which should not be overlooked by those who compare the 
two groups. 
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. tich landowner, priest and professional soldier—stood at the top 
of the social pyramid, native serfs, imported slaves and common workers 
at the bottom. The independence leaders perpetuated this system in 
their new republics. They had no fear of opposition from the lower 
classes. . . . The monolith of the Spanish colonial empire was shattered, 
but its spirit remained alive. 

“A society based on such foundations tends to consider manual work 
distasteful and, to some extent, this applies to all economic activities 
except those reserved for the hereditary aristocracy. A nobleman [an 
aristocrat} may enrich himself through the labor of slaves on his plan- 
tation, by speculation in real estate, lending money, obtaining gifts 
from the government or graft from the people, but he betrays his 
birthright if he uses his muscles for work. . . . Without the incentive 
to work, which is the mainspring of economic progress, the Latin 
American nations were bound to fall back while the former British 
colonies were advancing.” i 

This statement seems sensible in spite of somewhat similar conditions 
in the southern part of the United States. The slave-owning planters 
of our South were not very numerous and several millions of the poor 
whites of the region had to work with their hands for a living. But 
surely there is as much nonsense as sense in some of the following 
statements: 

“Economic improvement through work—the goal of the people in 
the North—demanded peace and the expansion of the United States 
from the Great Lakes to the Gulf of Mexico, from the Atlantic Coast 
to the Pacific. Thus, people have been on the move since the early 
days of independence, but the United States fought only one major war 
during the first century of its existence, a war to preserve the unity 
of the nation. 

“The ruling classes of Latin America, on the contrary, had nothing 
to gain from the unification of their continent. They were better off 
with a dozen or more capitals, each with a sovereign head of state, 
each sovereign surrounded by his own court with diplomats and gen- 
erals, each a source of privileges, lucrative appointments and honors, 
and each tied by blood with the best local families. . . . Thus, the area 
was divided into a dozen independent states, and the struggle for power 
among local rulers resulted in a chain of border clashes. Relations 
among the sister republics degenerated into protracted wars of each 
against all.” 


What is a major war? I recall that the United States had a war 
with Great Britain (1812-15) a war with Mexico (1846-48) and a war 
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with Spain (1898) as well as a civil war—all before the end of the 
19th century. It is true that the Latin-American countries had several 
border clashes during the period, but they were all rather insignificant. 
It is also true that they had five wars among themselves, but only two 
of these, the Paraguayan War and the War of the Pacific—were of any 
magnitude. The Latin Americans occupied more than a continent and 
disrupted into more than twelve countries; in fact, eighteen by the year 
1844. If Dr. Woytinsky restricted the scope of his discussion without 
warning to the continent of South America, then the correct number is 
ten, including Brazil, which became a “‘sister republic’ in 1891. And 
as for privileges, profits and honors, these might have been almost as 
satisfactory if the grand total had been reduced to five or six, provided 
these had been administered under a federal system similar to our own. 
Our state officials—even some of our municipal officials—probably 
enjoyed as many privileges and larger salaries than did the ruling 
groups of these republics. Although the ambitious leaders of Latin 
America probably did not realize the lucrative potentials of such a sys- 
tem, the multiplicity of nations in the region was very likely the result, 
in the main, of colonial tradition, topography, and diversities in race 
and culture. Moreover, Latin America’s wars were largely civil rather 
than international conflicts, as Dr. Woytinsky later reveals—though 


apparently without full awareness—when he alludes to the frequent 
armed conflicts in nearly all of the countries; for he writes: 


“The history of Latin America in the 19th century—with continuous 
clashes of brutal force, wars, revolutions, seizures of power . . .—was 
colorful and dramatic but void of internal dynamism. It brought little 
change in the social fabric and economic structure of the respective 
nations, and little improvement of the standard of living of the masses. 
In comparison with the changes which took place in this period in North 
America . . . the 19th century in Latin America was a time of economic 
and social stagnation, the Dark Age of the Southern Hemisphere.” 
Here I ask whether Latin America is a hemisphere or more or less. 

“By the turn of the century, things began to change,” declares Dr. 
Woytinsky; and he attributes the change mainly to immigrants and 
foreign capital. I quote him further: 


“New members joined the old triad of landowner, priest and soldier— 
the intellectual, the businessman, the professional politician, all risen 
from a humble environment to mingle with the descendants of the land- 
owner families. . . . But customs and attitudes rooted in centuries do 
not change radically in a couple of decades. Thus, Latin America today 
remains a mixture of modern aspirations and old prejudices.” 
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Did no immigrants and no foreign capital arrive in Latin America 
before 1900? Both certainly did. But perhaps the learned economist 
means to say that the full impact of these forces was not discernible 
until after that date? Or did the impact become evident still later? 
Notice the phrase ‘couple of decades.” Afer referring to Latin Amer- 
ica’s new and rather luxurious universities, he indicates that the educa- 
tional change has not gone far enough by any means. He declares 
that ‘one has to travel to Southeast Asia or Egypt to observe such mis- 
erable rural schools or such lack of village schools as in some Latin 
American countries.” He then concludes this part of his discussion 
with these words: 


“The war for liberation from the colonial heritage . . . is being fought 
on the ideological and cultural levels rather than by force of arms. 
The progress of the campaign is marked by clearing the area of dictators, 
consolidating democratic regimes, modernizing ways of life. The drive 
for industrialization is one of the many aspects of this campaign. . . .” 

Has our distinguished economist not heard of recent military con- 
flicts in Guatemala, Haiti, Colombia, Bolivia, Argentina, Venezuela, 
even Costa Rica? Did not Fidel Castro and his followers employ “force 

of arms” in Cuba? 

Professor Woytinsky next surveys (pp. 15-25) the problems of eco- 
nomic growth in Latin America, problems which he summarizes under 
five headings: (1) inefficient use of capital; (2) excessive centralization 
of government, especially under dictatorial regimes, and lack of polit- 
ical stability; (3) unstable currencies and galloping inflation; (4) lack 
of educational facilities for the masses, particularly in rural areas; (5) 
absence of coordination between different segments of their economies. 

Regarding the first problem this highly recommended economist 
writes: 

“I do not believe that a low rate of capital formation explains the 
shortage of funds for productive investment in Latin America. . . . In 
Latin America, with its striking contrast between luxury and destitution, 
the shortage of funds for investment is due largely, I believe, to the 
way in which the rich use their incomes. Their standard of living, 
often extravagant in comparison with the economic level of their coun- 
try, leaves them little for saving. And, even if they cannot consume 
all their income, they have no incentive to invest the surplus in enter- 
prises which would increase national productive capacity.” 

Dr. Woytinsky and his observant wife were “‘surprised to see the 
lavishness of private residences and public buildings in and around 
Latin American capitals,” from Caracas, Bogota, and Quito to Lima, 
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Santiago, Buenos Aires, and Rio de Janeiro. They also noted that 
“Latin America is studded with the abandoned foundations of stadiums 
and theaters, hydro-electric dams and powerhouses, irrigation dams 
without irrigation canals, highways without feeders. . . . A project is 
usually launched under the auspices of a president, minister, governor 
or influential politician and becomes associated with his name. But its 
initiator may disapear from the political scene before the project is 
completed, and his successor usually prefers to start something new, 
bigger and better, bearing his own name. The cumulative value of 
projects started and abandoned in this manner may be staggering.” 

Indeed the waste may be staggering. But I wish the erudite Doctor 
had presented a list of such incompleted projects with estimated costs 
in order to remove all suspicion of exaggeration. “A waste of capital 
also results,’” he declares, ‘from emphasis on the colossal and the 
spectacular. A luxurious airport often gets priority over the rehabilita- 
tion of railroads. Splendid apartment buildings for a few are rated 
higher than slum clearance.” I wonder if other countries, including 
our own, are entirely guiltless in this respect—the columned structures 
which house our banks and big insurance companies, our magnificent 
hotels and hotel apartments, our oversized automobiles, our university 
campuses filled with luxurious buildings and underpaid teachers. But 
this has little relation to the point Dr. Woytinsky wishes to drive home 
Very sensibly he calls attention to the psychological factor in Latin 
America: 

‘For a prospective investor, there is more glamor in becoming a 
landowner or expanding his estate than in running a factory or a store. 
Investment in land speculation is, of course, one of the worst uses of 
capital from the point of view of the national economy, but it is encour- 
aged by lack of continuity in government policy. Nothing short of 
a social revolution would deprive the landowner or land speculator of 
his wealth, while changes in government, whether by constitutional 
means or by violence, may jeopardize all other investments.” 

He concludes that “the slow movement of productive investment in 
Latin American depends less on a shortage of capital than on patterns 
of use . . . more on the attitude of the people possessing money than 
on an insufficient surplus of current national product over consumption. 

. The propensities and business psychology responsible for such 
inefficient uses of capital belong to the heritage of the pre-capital 
colonial era.” He thinks, however, that these propensities and attitudes 
are ‘gradually giving way to a new psychology, a new system of eco- 
nomic motivations and decisions . . . now in a fairly advanced stage,” 
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and expects a prompt acceleration in the tempo of change. ‘Hope 
springs eternal” in his benevolent breast. 

With respect to dictatorships as obstacles to economic advance he 
writes: 

“Latin American dictators appear to be ardent promoters of indus- 
trialization. They subsidize industry, encourage foreign trade, initiate 
the building of highways, invite foreign capital. Their era is often 
marked by the construction of palaces and public buildings. . . . But 
usually they leave their country in ruins. . 

“Dictatorship is expensive. The profession of a dictator is hazardous, 
and he must think of the future. It is too late for him to begin to 
pack his valuables when opposition planes are droning over his palace. 
A nest egg must therefore be set aside and transferred to a safe place 
in advance. ... 

“The impact of a dictatorial regime on the national economy is strength- 
ened by the technique of handling public funds. Straight stealing may 
be possible in small countries but would be considered bad manners in 
larger ones. In the latter, dictators act in accordance with laws and 
regulations” of their own contrivance. 

Let me add that Latin America has competent lawyers, and that some 
of them serve the despots in return for handsome fees—and, further, 
that despots are not the only grafters in Latin America or in many 
other countries. I continue to quote: 

“A monumental style of public buildings is characteristic of dictatorial 
regimes. One is amazed at vast halls, triumphal approaches, colonaded 
facades and heroic statues within and without the buildings erected 
by dictators.” 


I venture to assert that this has always been the case since the days 
of the tyrants who ordered the construction of Egypt’s pyramids. In 
modern days, however, the practice has not been unique with dictators. 
It is a source of profits for public officials of other varieties and their 
intimates. “Local architects are not to blame for this extravagance. A 
dictator demands that they use huge amounts of cement, concrete, stone 
and other materials usually provided by concerns controlled by him or 
his relatives and friends. The system of licenses and monopolies in 
foreign trade, another favorite policy of dictators, operates similarly.” 

“But the worst impact of a dictatorial regime on economic develop- 
ment is that it makes politics the easiest and surest way toward rapid 
enrichment, as in colonial days.” In this connection I am tempted to 
ask how long it will be—with continuous increases in salaries, fringe 
benefits, and retirement allowances for our politicians and bureaucrats 
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on the one hand and constantly increasing tax burdens on the other— 
until politics in our own country will become the “‘surest and easiest 
way toward rapid enrichment.” Yet (p. 60), the learned doctor, with 
his bureaucratic background, declares that rewards ‘‘must be made more 
attractive’ for all personnel engaged in programs designed to raise levels 
of living in the world’s retarded countries. 

Professor Woytinsky deals very briefly with currency instability and 
inflation as obstacles to economic advance in ‘‘some parts of Latin Amer- 
ica," citing Chile as an impressive example. He might also have called 
attention to Brazil and various other countries in the region. In fact, 
inflation seems to be a universal malady of our time. Regarding parts 
of Latin America he writes: ‘In brief, the combination of uncontrolled 
inflation with government control of foreign trade disorganizes the 
economic system to such an extent that its expansion becomes very diff- 
cult, if not impossible.’’ Readers will probably wish for some elabora- 
tion here. But Dr. Woytinsky hurries on to comment on the detrimental 
effects of illiteracy: 

“Throughout Latin America, illiteracy is heavily concentrated in the 
villages. In countries where more than 50 per cent of the population 
is illiterate, a farmer who can read, write and count is a rare exception. 
The lack of elementary education in villages is the greatest obstacle 
to the development of independent farms with diversified production 
which could supply the domestic market. No land reform can create 
such farms unless a decisive effort is made to cover the countryside with 
an adequate network of primary schools. 

“In this respect the situation is grim, indeed, in some parts of Latin 
America. Many villages have no school. In others, the one small school 
is reserved for the boys; since education is a sin in the eyes of the local 
priest, girls are not admitted. In some villages, schools are housed 
in miserable adobe huts without windows, with teachers who appear as 
destitute as the villages around them.” 

I cannot believe that many Latin-American priests any longer oppose 
lay education for the sons of the people, though somewhat more of 
them may lack enthusiasm for education of the daughters in lay schools. 
The fact that should be brought forward here is this: custom frowns 
on mixed schools, education of boys and girls in the same classrooms. 

With reference to lack of coordination in the economies of the Latin- 
American nations, Professor Woytinsky comments: 

“The contrasts in the distribution of income and knowledge, com- 
bined with the traditional domination of the villages by the cities and 
aggravated in some cases by the antiquated system of landlordism, have 
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resulted in the perpetuation of a dual economy in Latin America. A 
large part of the rural population lives its own life, isolated by the 
monetized economy represented by the comparatively prosperous cities. 
Absence of an adequate domestic market prevents the development of 
mass production and threatens to frustrate the efforts to expand domestic 
industry. 

‘Rehabilitation of poverty-stricken villages is, to some extent, a regional 
problem. In some countries, . . . the problem of a dual economy 
merges with the problem of racial integration. 

“.. . Latin American economic policy still emphasizes industry and 
exports rather than agriculture and the domestic market, and results in 
accentuating the contrast between the comparatively prosperous and the 
less developed provinces. In this respect, the economic thinking of some 
parts of Latin America reminds me of a dandy who has discovered that 
his toes show through his shoes—and tries to improve his appearance 
by buying a new silk hat.” 

I imagine that Latin Americans may not appreciate this last humorous 
statement, which may contain an element of truth but not the whole 
truth. Professor Woytinsky has already mentioned the extreme poverty 
on the fringes of the cities. What is the sensible remedy for this? 
Would it be wiser to move this element of the urban population out 
into the rural villages whose level of life Dr. Woytinsky proposes to 
improve, or to attempt to find more profitable employment for these 
slumdwellers in new and efficient manufacturing plants? Or does he 
propose to leave them for a time in their misery? 

Having discussed at considerable length the socio-economic state of 
Latin America, Dr. Woytinsky plunges into his main theme, the proper 
means of improvement (pp. 25-61), with vim and self-confidence. To 
present a just appraisal of his performance within brief compass is 
impossible. I can offer here only a few illustrations of his arguments 
and recommendations and urge that his views be carefully and critically 
assessed by all who are deeply and vitally interested in the subject. So 
far as the United States is concerned, he contends that more generous 
aid and trade policies will achieve the objective of Latin America’s 
economic and social development. Although his statistics on inter-Amer- 
ican trade are useful, he fails to set forth in detail the nature of the 
trade barriers that the United States has erected against the import of 
Latin-American products. I suspect that a more specific and intensive 
scrutiny would reveal that these barriers have been exaggerated by our 
exporters and by enthusiasts for our foreign-aid programs. But whatever 
these barriers may be, he recommends that they be removed and that 
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the prices of Latin America’s foods and raw materials be stabilized at 
high levels with our assistance. As for technical and economic aid to 
Latin America by our government, he wants more and more of it admin- 
istered according to his formulas by well-paid experts. He recommends 
the establishment of an inter-American bank only if its president is 
appointed by the World Bank and its employees are composed of “experts 
with international reputations who are not citizens of any American 
country.” Neglecting the best source of information on the subject 
of aid provided by the United States government to foreign countries— 
Foreign Grants and Credits by the United States Government, published 
quarterly by the Department of Commerce's Office of Business Eco- 
nomics—he underestimates the magnitude of our assistance to the Latin 
peoples of the Western Hemisphere; and like nearly all others, he over- 
looks our indirect official aid channeled through the United Nations and 
its affiliates as well as the assistance distributed through our ‘Volunteer 
Relief Agencies.” He criticises the United States for its fallacious pol- 
icies and its lack of clarity in objectives, sometimes without describing 
the changes he urges with the clarity he demands. Rather convincingly, 
he condemns the policy of stimulating exports by promoting foreign 
investments and by other means such as grants and subisidies of various 
kinds. “The sensible goal of our foreign trade policy,’ he declares 
(p. 49), “is to narrow or close the gap’’ between our excessive exports 
and our comparative meager imports by “increasing imports, reducing 
exports, or both.” ‘Subordination of our foreign aid policy to the 
search for new outlets is contrary to this goal.” But does not this famous 
economist realize that expansion of grants and cheap loans to foreign 
countries tends to expand our exports? Our drive for exports and our 
resistance to imports may be erroneous and expensive policy, but it is 
the policy that our government has pursued most of the time for many 
decades, and especially since the economic depression of 1873-79. It 
appears to be a policy designed to reconcile the domestic conflict with 
reference to trade barriers and to ease the impact of recurring economic 
depressions without drastic tinkering with our national economy. The 
“great giveaway” of the postwar period has tended to reconcile conflict- 
ing domestic pressures, although it has actually injured those who are 
producing mainly for the home markets and, most of all, our cultural 
groups who neither produce nor sell material goods. 

Professor Woytinsky also condemns the use of economic slogans by 
the United States, particularly slogans extolling the merits of emancipated 
private enterprise; and he seems to indulge in almost undiluted non- 
sense when he contends that Latin America is not involved in our cold 
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war with Communism and that the United States should not officially 
concern itself with Latin America’s propensity to expand government 
economic enterprise or with any other issue in this program except the 
development of the region in accordance with the aspirations of its 
leaders. It is possible that the United States, in order to promote a 
more friendly atitude on the part of Latin Americans toward other 
economic interests of this country, may have to give way in respect to the 
financing of state petroleum and some other mineral enterprises. But 
to recommend that the United States follow a policy closely approaching 
pure benevolence and complete compliance with all the desires of Latin 
America’s leaders is to recommend without taking into account the real- 
ities of national and international politics. Ours is a benevolent nation— 
sometimes almost blindly so—but in the long run we must either hew 
to the line of long-range national interests, which are primarily national 
security and prosperity, or follow a path that leads to economic collapse 
and exposes us to subjugation by our enemies.* 

I bring this review to an end with a quotation from Professor Woy- 
tinsky’s somewhat contradictory advice relative to Latin America’s dic- 
tatorships (p. 61): 

“United States policy in Latin America must take the political climate 
in that area into account. Should it support . . . dictators in recom- 
pense for their firm stand against Communism and their benevolence 
toward big business? Should it launch a crusade for democracy? Or 
should it observe strict neutrality between the clashing forces? 

“The first two lines of policy must be rejected because they would 
imply active interference . . . in the internal affairs of the Latin Amer- 
ican countries. On the other hand, the United States cannot be com- 
pletely neutral concerning an issue which affects the vital interests of 
the Western Hemisphere. There must be no ambiguity in the ideological 
attitude of the United States on the issue of democracy vs. dictator- 


ship. ee 


*On page 51 Dr. Woytinsky resorts to the argument of inevitable 
destiny: ““The trend in the world economy is toward formation of two 
economic blocs, both stretching from pole to pole and facing each other 
across the Atlantic. The hard fact of life is that the United States and 
Latin America find themselves in the same living space and must develop 
their regional economy within these limits.” This is the only argument 
related to vital national interest that he employs to justify his program of 
expanding assistance to Latin America. Yet, on page 29, he notes a 
tendency on the part of Latin America to reduce its dependence on the 
U.S. market and contends that this would serve the interests of both. 
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“The United States can [should] neither exclude the Latin American 
countries with dictatorial governments from commodity agreements nor 
award preferential tariffs to countries with democratic regimes. It should 
not withdraw its technical assistance from a country because of . 
change in its political regime, but it can {should} give more generous 
economic aid to democratic countries as means of strengthening them not 
only economically but politically. . . . It must not use economic aid for 
molding the economy of other countries according to its own interests 
but it can use it as a means for helping the democratic nations of 
Latin America on the road to freedom and independence {that} they 
have chosen for themselves.” 

Professor Woytinsky seems to be recommending that our government 
should interevene in Latin America’s internal affairs without intervening, 
or without intervening much. But if he advises a little intervention for 
political objectives in accord with our political deals why should he 
oppose intervention for economic objectives in harmony with our eco- 
nomic convictions? And how are we to determine when these nations 
have sufficient democracy to merit the support which Dr. Woytinsky 
recommends ? 





